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Editorial Comment 


When public announcements of the can- 
Annual Meeting cellations of annual conventions of asso- 


of Association ciations increased in number during the 

past year, members began to wonder 
whether the annual meeting of The Dominion Association of 
Chartered Accountants on 17th to 19th August at Calgary 
would be held as planned. The officers of the Association had 
no doubts on the matter. The work of the chartered account- 
ants is so closely bound up with the nation’s war program 
that the opportunity of representatives of the profession 
from all the provinces meeting at least annually to discuss 
problems relating to the accounting profession’s part in the 
war effort could not be allowed to pass. The representa- 
tives met with that one aim in mind; it explains why the 
days set aside for the event were given over to work and 
why the usual entertainment features were reduced in keep- 
ing with the spirit of wartime. 

Elsewhere in this issue we publish the address of Presi- 
dent M. C. McCannel which surveys in broad outline the 
activities of the executive committee and of the other com- 
mittees of the Association during the past year. We doubt 
if the majority of the members of the profession appreciate 
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fully the time and personal attention willingly given by a 
dozen or more prominent members almost daily throughout 
the year to the study of problems demanding the sober 
judgment and practical solution of a profession that, we 
feel safe in saying, has assumed a place of no mean import- 
ance in the national scheme of things. The members of 
these committees were by their fellow-members entrusted 
with responsibilities ; they demonstrated their worthiness of 
that trust; and they merited the thanks expressed by the 
members in annual meeting. Their real reward, we think, 
came from the feeling of a duty well performed, a trust 
faithfully executed. The reports of the several committees 
will be published in the 1942-43 Year Book of the Associa- 
tion, which will reach members early in November. 


In his annual address the President re- 
Expansion of _ ferred to the rapid advance of our profes- 
Professional sion during the past twenty-five years and 
Services to the widened scope of its activities. Older 

members can recall the demand for the ser- 
vices of the chartered accountant with the passage of the 
Income War Tax Act in 1917. But we need not go back far- 
ther than three years to find increased activities of members 
in other directions. The war has brought unprecedented 
changes in finance and commerce through increasing gov- 
ernmental participation in and regulation of industry. 
Complicated changes in the tax Acts, for instance, have 
made the role of the practising accountant indispensable not 
only to company directors who need to be assured that no 
more tax is being paid than the statutes require, but also to 
the income tax authorities whose object is to secure all the 
revenue to which the government by law is entitled. Also, 
when the government enters into a contract for the pro- 
duction of munitions of war or for defence projects on a 
cost-plus basis, it needs some assurance that the contractor 
or sub-contractor is not receiving a profit above what is fair 
and reasonable. Thus an audit of the cost records by 
responsible accountants is necessary. As a further illustra- 
tion of this growing demand, we need only mention such 
recently-formed bodies as the Foreign Exchange Control 
Board and the War Depreciation Board, the majority of 
whose problems can be handled only by those having a prac- 
tical knowledge of accounting. 
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This extension of the activities of the char- 
Shortage of tered accountant, and more particularly the 
Accountants Yeady response made to the call to active mili- 

tary service by both members and students, 
have brought very serious problems to the profession. Due 
to depletion of staff and the growing shortage of employ- 
able trained help, all firms of accountants today are experi- 
encing difficulty in meeting the requirements of their prac- 
tice. In fact, since the beginning of war in the fall of 1939 
practically every accounting firm in Canada has had a com- 
plete change of staff. The most recent selective service 
regulations, as embodied in Order in Council P.C. 7595, have 
placed new restrictions on freedom of employment, and the 
problems of the accountant in this direction are becoming 
more serious. It is recognized, of course, that our profes- 
sion is only one of many bodies and organizations affected 
by these regulations. Echoes of the curtailment of services 
because of staff shortages are heard today from all direc- 
tions in industry. Consequently among the expressed dil- 
emmas of others, we hear the question, ‘““What is the auditor 
to do?” 

In the first place may we state that the executive com- 
mittee of our Association has been fully cognizant of chang- 
ing events and of their impact on the profession. Its war 
purposes committee, in collaboration with government auth- 
orities, has helped in the solution of not a few problems 
as they arose during the past year, and has already given 
its attention to this new government order. In spite of 
what has been done and of the expressed opinion of some 
members to the contrary, the committee recognizes the fact 
that further wartime adjustments must be expected if this 
international crisis is to be brought to a successful end, 
and that every group in the nation will be affected and must 
become resigned to it. 


Since the accountant in public practice will 
Possible most likely not be able to secure all the help 
Alleviation he needs, what is he to do? In discussing a 
of Pressure possible solution of the problem, or what may 

be more appropriately described as an allevia- 
tion of the pressure on the accountant, let us consider the 
position of the auditor as such. 
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In the performance of his duties the public accountant 
engaged to audit the accounts of a client acts under a con- 
tract and that contract implies the exercise of reasonable 
care and absence of negligence. A forced reduction in staff 
under stress of current events is no grounds for the audi- 
tor to conclude that his responsibilities are in any way les- 
sened during wartime. The same obligations govern the 
performance of his duties as in days of peace when an 
adequate staff was always available. In other words, press- 
ing difficulties cannot be put forward as an excuse for a 
lower standard in audit work. Nevertheless there must be 
some way by which the pressure on the auditor can be 
eased. 

This very question came forward recently for discussion 
in Australia where, our members will realize, the profession 
has probably been almost as severely hit as in Great Britain. 
In a recent issue of The Chartered Accountant in Australia 
the observation was made by a member of the profession 
there that in the case where the client is a sole trader 
the extent of the audit can be very simply varied but that 
the accountant will not be protected unless he is able to 
demonstrate (preferably in writing) agreement for relief. 
When making such proposal for relief, the auditor should 
not merely tell the client that he proposes to do less work 
but he should warn him that reduction in quantity would 
affect the quality of the audit. 

Where the client is a limited company however, the 
situation is quite different. Here the audit is governed by 
the provisions of the companies’ act under which the com- 
pany is incorporated. According to section 120 of The Com- 
panies Act of Canada, 

The auditors shall make a report to the shareholders on 
the accounts examined by them and on every balance sheet 
laid before the company at any annual meeting during their 
tenure of office, and the report shall state 

(a) whether or not they have obtained all the information 

and explanations they have required; and, 

(b) whether, in their opinion, the balance sheet referred 

to in the report is properly drawn up so as to exhibit 
a true and correct view of the state of the company’s 
affairs according to the best of their information and 
the explanations given to them, and as shown by the 
books of the company. 
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To enable them to make such a report, the auditors are the 
judges of the extent of the work required in the perform- 
ance of their duties. It may be observed that they are en- 
titled to depend, to the extent they deem advisable, upon 
the internal check of the company and upon such safeguards 
as they are satisfied are in operation. But it is the gen- 
erally accepted opinion that their statutory duty cannot 
be lessened by an agreement between themselves and the 
directors. Nor would a resolution to that end passed by 
every member of the company excuse the auditor from his 
obligations in discharging the statutory duty imposed by 
section 120 of the Act. 

Some means of meeting the situation, though not a com- 
plete solution, is open to all. As observed also by the mem- 
ber in Australia the public accountant finds his practice 
composed of connections that give an adequate return for 
services rendered and of those that are not only unprofit- 
able but may be carried even at a loss. A solution is the 
pruning knife. The latter class can be eliminated until the 
practice is so reduced as to enable the remaining staff to 
cope with the work. There is also the matter of new clients. 
In a recent conversation with a member of one of the larger 
firms of accountants in Eastern Canada, we were informed 
that the staff problems in his office had advanced to the 
stage where he had to refuse all new engagements during 
the past year. And finally, members should continue to 
point out to boards of directors the numerous advantages 
accruing to companies from the adoption of a fiscal year in 
keeping with their natural business year. On several occa- 
sions in these columns we have stressed the importance of 
this. Such adoption would do much to relieve the pressure 
on the auditor in the months immediately following 31st 
December—a date blindly chosen by numerous firms as the 
end of their fiscal year. 


Since the aim of members of our profession 
Duty of the is to be of all possible service to the com- 
Government munity, these suggested solutions are not 
very satisfying. Should the government not 

lend a hand? 
In times of national stress like the present the functions 
of our members are not confined to the review of financial 
statements for corporation executives. As already men- 
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tioned, the scope of their practice has widened with the 
government’s war program. To provide elaborate new pro- 
visions in the tax statutes for increasing the nation’s income 
is one thing; to have a supply of experienced accountants 
in public practice and in the income tax division of the 
government for administering those provisions effectively is 
another. Moreover, chartered accountants’ firms have for 
three years now been close to the production preblems of 
the war. A great many of their clients are engaged in fill- 
ing war contracts. The time factor is an all-important one 
in this war. In consequence, our profession has a respon- 
sibility both to these clients and to the government to see 
that the factories produce as efficiently and as quickly as 
they can. 

The profession can take reasonable pride in the contri- 
bution already made to the war effort. According to statis- 
tics prepared last August, 269 chartered accountants have 
entered the armed forces—the navy, army and air force. 
362 are engaged with government departments, and 499 are 
with corporations throughout the Dominion as controllers, 
managers, etc. These totals make up 49% of the member- 
ship of the profession in Canada. Besides, 553 students 
from chartered accountants’ offices, or 38% of the total 
students registered, have enlisted with the armed forces. 

We realize that the Director of National Selective Ser- 
vice has many more problems to solve than most men these 
days. The employment problem must be studied in its rela- 
tion to the effective functioning of the war effort. The 
practising members of our profession can perhaps make 
their best contribution in furthering the government’s pro- 
gram by assuming the responsibility of training assistants 
in accounting who would then be available for the future 
needs of government and industry. Consequently it is im- 
perative and of public importance that a reasonable number 
of employable people regularly enter chartered accountants’ 
offices where accountants can best receive their training. 


The Dominion Association of Chartered Ac- 
President countants has been fortunate annually in 
Kris A. Mapp its choice of presidents. Members who 
have taken an active part in the affairs of 
their provincial Institutes, and who possessed the Dominion- 
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wide outlook on professional matters, have been elected by 
their fellow-members to this high office. They have filled 
it with credit and distinction, and this was the case in the 
year which closed with the last annual meeting, when Mal- 
colm C. McCannel, F.C.A., of Edmonton, after a year of 
unusual activity and steady progress, handed over the du- 
ties of that office to his successor, Kris A. Mapp, F.C.A., of 
Toronto. 

The choice is a popular one. Mr. Mapp is known from 
coast to coast. His contributions to the thought and discus- 
sions at annual meetings have revealed him as one pos- 
sessing a keen mind and a ready understanding of the ac- 
countant’s problems. Moreover, he is one earnestly desirous 
that the profession shall possess the national outlook—that 
where the interests of the individual and those of the state 
come into conflict, particularly in wartime, the interests of 
the state shall take precedence. As chairman of the com- 
mittee on education and examinations of the Dominion As- 
sociation in 1938, he presided at the meeting held in Win- 
nipeg that year when uniform examinations in the Inter- 
mediate and Final grades were instituted. Uniform exam- 
inations were adopted by all the Institutes in 1939, and 
have been in operation annually since then with singular 
success. We can expect further progress under Mr. Mapp’s 
leadership this year. 
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ANNUAL MEETING ADDRESS OF PRESIDENT 


Address of M. C. McCannel, F.C.A., President of The 

Dominion Association of Chartered Accountants, given 

at the Fortieth Annual Meeting of the Association at 
Calgary, 19th August 1942 


Members of the Association: 

I have deeply appreciated the honour of serving as 
President of the Dominion Association during the past year 
and have been conscious of the responsibilities that we of 
the Executive Committee had to assume following the last 
annual meeting. The year has brought more than the 
quota of problems for members in their individual capaci- 
ties and from the standpoint of the profession as a whole. 
Problems of a national character had of necessity to be 
dealt with near the centre of government, and I want to 
mention in particular the efficient work performed by the 
Wartime Purposes Committee, which was a new committee 
set up at our last annual meeting, and by the Legislation 
Committee. These committees operated in close conjunc- 
tion with our Secretary-Treasurer’s office, and in my review 
of the year’s activities I shall make reference to some of 
their accomplishments. 


Three years have passed since Great Britain, Canada 
and the other self-governing Dominions of our Empire took 
their stand against the dastardly and inhuman attack of 
Germany on the peoples of neighbouring countries in Eur- 
ope—peoples and nations who were wholly unprepared to 
meet such wanton attacks because they were putting into 
practice the expressed desire of all nations to live at peace 
with their neighbours. They were caught unawares be- 
cause they did not realize that Germany was giving only 
lip service to peaceful aims while it had its heart fixed 
on war. We on this continent cannot fully appreciate the 
blessings that in a score of directions are ours. The impact 
of the war has not yet been seriously felt by Canadians. 
We have not known the pangs of hunger which follow a 
German occupation; we have not experienced air raids with 
their trail of havoc and death. With the imposition of 
heavier taxes as a result of recent amendments to Dominion 
tax statutes, we are now only beginning to learn something 
about what an all-out war effort means. Our burdens and 
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responsibilities will tend to increase; but I am sure that 
I echo the determination of Canadians as a whole when 
I say that we shall not complain since every effort must 
be made now to stop the atrocities of the Axis nations 
against innocent peoples in Russia, China and in the other 
theatres of war. Peace and safety must be restored; that 
is the mission of the Allied nations. 


At previous annual meetings the Council presented a 
formal report to the general session but it has decided that 
the main features of that report this year shall be embodied 
in my address to you. 

Death of Former Presidents—It is with regret that I 
have to report the passing during the year of eighteen 
members among whom were two former Presidents of the 
Association—A. F. C. Ross on 20th December and Henry 
D. Creighton on 14th April. Both were prominent in the 
profession in their respective provinces, Quebec and Nova 
Scotia. Mr. Ross was the first Secretary of the Dominion 
Association when it was formed in 1902, and became Presi- 
dent in 1907-08. Mr. Creighton was President in 1921-22. 
Other prominent members in the obituary list were Fred 
C. Gilbert, Secretary of the Manitoba Institute; John H. 
Williams, Past President of the Alberta Institute and its 
Secretary for several years; R. H. Hayward, one of the 
incorporators of the Manitoba Institute in 1886; W. E. 
Leverman, one of the incorporators of the Nova Scotia In- 
stitute in 1900; and J. F. Cunningham, one of the incor- 
porators of the Dominion Association. 

Attendance at Meetings—You already have read in 
THE CANADIAN CHARTERED ACCOUNTANT of November 1941 the 
report of the attendance of myself and our Secretary, Mr. 
Carr, at the annual meeting of the American Institute of 
Accountants in Detroit last September. The members of 
the profession in the United States entered into the pro- 
ceedings of their annual meeting with considerable earnest- 
ness, and a noticeable feature of that gathering was the 
active participation therein of the older members of the 
profession by the presentation of technical papers and by 
their discussions of professional subjects. 

The chartered accountants in the civil service of Canada 
were organized last year into a professional group, and the 
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Ottawa division invited me along with the Secretary to at- 
tend an informal dinner of the members on Monday even- 
ing, 2nd March. This group has already proved an active 
body and I know that the results of their studies and 
conferences will be welcomed by the editorial committee 
of THE CANADIAN CHARTERED ACCOUNTANT and will be bene- 
ficial to the profession as a whole. The report of that 
meeting has already been published in the Magazine. 

Reciprocal Relations Between Institutes—During the 
annual meeting of the Association in Vancouver in August 
1941 the suggestion was made that the principle of re- 
ciprocity of entrance fees between Institutes be enlarged 
to include a single membership fee to be paid to the Domin- 
ion Association. At present if a member joins one or more 
Institutes the Dominion Association collects a fee from all 
the Institutes of which he is a member. The Council 
recommended to the Institutes that each Institute, without 
charging the usual entrance fee, admit as a member, a 
member in good standing of another Institute, and that the 
annual fee payable to the Dominion Association in respect 
of a member shall, in the case where one member holds 
membership in more than one provincial Institute, be paid 
by the Institute in which the member has the longest stand- 
ing. It was further recommended that should a member 
drop membership in his parent Institute, after having been 
admitted to a second Institute under these reciprocal ar- 
rangements, such member shall then pay the entrance fee 
to this second Institute. Eight Institutes have approved 
of waiving the entrance fee but not all are in favour of the 
penalty provision. Already seven Institutes have amended 
their by-laws to provide for reciprocity of entrance fees, 
namely, Alberta, British Columbia, Nova Scotia, Ontario, 
Prince Edward Island, Quebec and Saskatchewan. Later 
at this meeting a formal amendment of by-law 5 of our 
Association will be presented for your approval. 

The Profession and the War—The scarcity of profes- 
sional accountants and the many demands made upon our 
profession for wartime services have been the subject of 
considerable discussion during the past few months. Not 
only have many of our members enlisted for military ser- 
vice and many others gone into government departments, 
but there is still a demand for more chartered accountants, 
particularly for the Dominion Income Tax Division, the De- 
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partment of National Defence and the Department of Muni- 
tions and Supply, to say nothing of the requirements of in- 
dustry for experienced men. It is apparent, then, that the 
services of chartered accountants should be conserved and 
made use of in a manner that will best serve the interest of 


the country. 

With this thought in mind the War Purposes Commit- 
tee, of which Mr. Mapp is Chairman, at the beginning of 
this year addressed a communication to the several Depart- 
ments of Government at Ottawa for particulars concerning 
the number of chartered accountants engaged in the govern- 
ment service, and these are the particulars received by the 
Committee from five departments: 


Previously employed 
Indus- Practising 
Number | Practising tryand outside Govern- 
Department employed|: firms’ financial Canada ments 
Munitions and Supply .. 7 1 — 
Foreign Exchange Board 31 22 
Wartime Prices Board .. 6 2 
Trade and Commerce ... — —- 
R.C.A.F. 41 
National Defence (Army) 31 21 


151 87 


These particulars, however, are not at all complete inas- 
much as the Income Tax Division, which has a very consid- 
erable number of chartered accountants, has not reported. 
In response to a request of the Director of National Sel- 
ective Service, Mr. Mapp’s Committee has just recently 
obtained the following interesting particulars from the pro- 
vincial Institutes respecting members and students: 


(Compiled as of 15th August 1942) 


Chartered accountants in the armed forces 


Air Foree 


Chartered accountants in the civil service throughout 
Canada 


Chartered accountants in industry as controllers, man- 
DE NE aie earn iiin Aho Sis ee Kola ays Greiner te uta maid edie S08" 
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Chartered accountants in public practice in Canada in- 
cluding those in the employ of accounting firms 
(37.5% of these are 45 years of age and over) . 


Total membership of our profession in Canada 


Students in the armed forces 
Students in employ of chartered accountants 


Total of students registered 


May I call to your minds the fact that early in the war 
and arising out of the questionnaire completed by many of 
its members, the Dominion Association made representa- 
tions to the Dominion Government urging them to take 
advantage of the services of chartered accountants. Wheth- 
er the services of those presently with the government are 
being used to the greatest advantage and whether some 
qualified men could be transferred to positions of greater 
responsibility and their places taken by less experienced 
men, are matters for consideration by the government. 


As more and more of our members and students became 
subject to military service, the Dominion Association re- 
ceived numerous enquiries as to the application of the 
orders in council of the Dominion Government respecting 
National War Services and National Selective Service to 
(a) the members of our profession, (b) the students in 
training in chartered accountants’ offices and (c) those de- 
siring to enter upon training in such offices. Consequently, 
the Wartime Purposes Committee of our Association gave 
its attention to obtaining from the government as much 
information as possible on these matters, and the Institutes 
were duly advised of the results of interviews with the 
government in respect of National War Services and 
National Selective Service. I want to add here that at 
the annual meeting of our Associatjon in 1940 and again 
in 1941, the Council unanimously decided that no conces- 
sions in respect of National War Service would be sought 
for members of the profession. Our Executive Committee 
has strictly adhered to that decision. 


The question of the extent to which the services of a 
company’s own auditor may be taken advantage of by the 
government in connection with contracts and in other direc- 
tions was aptly referred to in the editorial comments of the 
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December 1941 issue of THE CANADIAN CHARTERED ACCOUNT- 
ant. From time to time as opportunity presented itself, 
the members of the War Purposes Committee have urged 
upon the government the advisability of entrusting to 
practising firms at least some portion of the work now 
being carried out by government auditors. The reasons 
for this are obvious. Not only would it tend to diminish 
the necessity for visits by departmental auditors but would 
also serve to lessen the demands for more chartered ac- 
countants for service in the government and thereby, to 
some extent, avoid unnecessary expansion of governmental 
administration and the problems of rehabilitation of tem- 
porary government employees after the cessation of hostili- 
ties. 

The wisdom of this policy has now been recognized 
by the government as evidenced in a recent order in council 
which was published in the March 1942 issue of THE Cana- 
DIAN CHARTERED ACCOUNTANT, whereby the Minister of Muni- 
tions and Supply may direct firms of practising accountants 
to investigate the costs of sub-contractors. This is a step 
in the right direction and should help to allay the fears 
of the Councils of our Institutes-that a large number of 
men may still be taken by the government for war services. 
An extension of the policy of utilizing the services of the 
firms’ own auditors is much to be desired. Any such 
extension will, however, only be forthcoming if the results 
prove satisfactory. 

Wages and Taxes—The orders in council of the govern- 
ment in respect of wartime wages and salaries gave rise to 
considerable confusion in the profession as these were 
issued near the close of the calendar year, and many re- 
quests were received for immediate rulings in respect of 
the status of employees in chartered accountants’ offices. 
The Legislation Committee had several interviews with the 
officers of the Department of National Revenue, Income 
Tax Division, and the National Labour Board. Eventually 
a ruling was obtained stating that employees who do not 
exercise executive or managerial duties would be considered 
to be of or below the rank of foreman. At the same time a 
ruling was requested in respect of the liability to pay a 
cost-of-living bonus to students in chartered accountants’ 
offices. A ruling was received stating that such students 
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would definitely be entitled to a cost-of-living bonus if and 
when it became payable. 

In November the Committee interviewed the Commis- 
sioner of Income Tax requesting clarification of Section 6 
of The Excess Profits Tax Act in respect of inventory re- 
serves. At the same time, it was suggested that reserves 
be allowed in respect of normal wartime inventories for 
the purpose of computing Excess Profits Taxes under both 
the first and second part of the second schedule of The 
Excess Profits Tax Act. The latter request was refused but 
a lengthy ruling was received from the Commissioner which 
was issued on the 14th November 1941 and which was dis- 
tributed by the Association to all members. 

The respective Provincial Institutes were requested to 
submit suggestions for amendments to the Income War Tax 
Act and The Excess Profits Tax Act. The suggestions re- 
ceived were almost entirely constructive ideas for removing 
inequities under the Act. These were reviewed by the 
Legislation Committee and, for the most part, by the 
Executive Committee, and submitted to the Minister of Fin- 
ance who expressed his thanks for the interest taken by 
the Members of the Association. 

War activities, in their various aspects throughout the 
Dominion, have placed increased responsibilities upon mem- 
bers of our profession. The office of the Secretary- 
Treasurer endeavoured to keep abreast of the changes in 
government regulations, etc., during the year that were 
of interest to members. These changes were many, with 
the result that considerably more reference material on 
government regulations, legal decisions, income tax rulings 
and amendments of Dominion and provincial tax statutes 
was sent in the past year than in any previous year. The 
promptess with which the amendments to the Income War 
Tax Act and The Excess Profits Tax Act are despatched to 
members each year adds greatly to the effectiveness of 
this service. 

Members will appreciate the fact that the cost of print- 
ing and distributing useful information to our members 
can readily run into large figures and that it was therefore 
necessary to exercise care in the choice of what was to 
be distributed. Copies of the financial statement of the 
Association for the year ending 3lst May 1942 have been 
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distributed, and credit is due to the Chairman of our Fin- 
ance Committee and the Secretary-Treasurer for keeping 
the expenditures within the limits of the income for the 
ear. 
, The Canadian Chartered Accountant—TuHe CANADIAN 
CHARTERED ACCOUNTANT, which is the Magazine of the pro- 
fession, has taken a prominent place in Canada. In the 
annual report of the Magazine and Publications Committee 
presented to council yesterday, Harold Herington, the 
chairman, pointed out that some portion of every issue 
is devoted to economic and financial topics but the 
emphasis, as it should be, is placed on matters per- 
taining to accounting. In this latter field the practising 
accountant can speak with authority and he also has 
a definite contribution to make in the fields of business, fin- 
ance and taxation. There are various reasons for the 
apparent reluctance on the part of members, and particu- 
larly the senior practising members, to contribute to the 
pages of the Magazine. Some members feel that they have 
not the required experience in writing, whilst others con- 
sider they have not the time to assemble the material in 
readable form. There are also those who hesitate to enter 
discussions on controversial points. These are matters 
which need the earnest attention of the councils of all our 
Institutes because the progress that is to be expected of 
a growing profession like our own can be made only if 
every member assumes personal responsibility for the in- 
creasing usefulness of the Magazine by contributing to its 
pages. The offer of two of the Provincial Institutes, Al- 
berta and Quebec, of monetary rewards for articles accept- 
ed for publication is a step in the right direction. 
Education of Students—Uniform examinations for the 
candidates of the provincial Institutes have been in opera- 
tion since December 1939, and the Committee on Education 
and Examinations has reported another successful year. 
Examinations in the Intermediate and Final grades were 
written in December 1941, and at the request of the In- 
stitutes an examination in the Final grade was held in 
June 1942. The latter arrangement was made for those 
candidates who were callable for military service. A num- 
ber of the Institutes, as a wartime measure, are granting 
permission to candidates to write the Final examination at 
the end of their fourth year of apprenticeship, on the un- 
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derstanding that if they pass they will not be admitted to 
membership until their term of service and lesson courses 
are completed. This arrangement will help to remove the 
need of a mid-year examination. 

Responsibilities of Members—It was in the year 1917 
—twenty-five years ago—that the first income tax act was 
passed by the Dominion parliament. From that date to 
the present the advance of our profession has been rapid 
and the scope of our duties has continuously widened. I 
am stating an acknowledged fact when I say that the 
chartered accountant today has become an indispensable 
factor in the scheme of modern business and economy. The 
coming years promise to present many new and interesting 
problems to our profession. Are we giving the thought to 
present-day problems we should? In his annual address 
this year the President of the Incorporated Accountants of 
Great Britain made reference to the place we have to fill. 
“It may be hoped,” he said, “that the future work of the 
accountancy profession may be increasingly concerned with 
the practical application of accountancy experience and 
methods in the solution of business and social problems. 
Closer contact may usefully be established between mem- 
bers engaged in public practice and accountants holding 
appointments in industry and commerce. Accounts must 
be increasingly constructed as a basis of current action 
rather than of past record. I consider that the profession 
could most usefully participate in attempts being made to 
evolve new methods of price fixing and costing and the 
simplification of industrial and commercial administration. 
With the enormous expansion of government activities, 
government accounting methods may have developed un- 
der pressure to meet immediate requirements, but reform 
by way of simplification and standardization seems to call 
for the earnest consideration of the profession. 

“Practising accountants are in a position to obtain a 
unique knowledge of the whole field of industry, commerce 
and agriculture. Their professional work provides scope 
for diverse talents to be fully and effectively employed, 
and I look forward to the valuable contribution which the 
profession will make in attempting to solve the economic 
problems of the present time and those which will present 
themselves when peace again comes to us.” 
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In every city and province of Canada firms of chartered 
accountants are experiencing difficulties in meeting the re- 
quirements of their practice due to shortage of trained 
staff. Young men in training, those who have recently 
qualified as members and even those who have been on the 
staff for some years are being called to service elsewhere. 
Firms have had to give thought to building up a staff of 
some degree of permanency. There are women in Canada 
who have qualified as chartered accountants but their num- 
ber is few. Some firms are now engaging young women as 
students; these are proving themselves competent although 
they cannot be sent on all the missions assigned to male 
members of the staff. 

During a period like that through which we are passing, 
pressure is sometimes brought to bear on governing bodies 
to lower the required qualifications for entrance to a pro- 
fession. It is a gratification to know that any suggestion to 
that end has received short shrift with Institute councils. 
Chartered accountants have attained a high standard of 
performance in their practice. If a member has not a suffi- 
cient personnel on his staff to perform his duties efficiently 
and well, it is far better to refuse new engagements. Qual- 
ity of performance stands first. 

The public is looking to us to solve some practical prob- 
lems, and one question arising at the moment is the treat- 
ment in the financial statements of corporations of the 
refund after the war of a portion of the excess profits tax 
paid. The Institute of Chartered Accountants in England 
and Wales has also been faced with this. 


The President of that Institute in his annual address 
a few weeks ago said: “A question arises as to how the 20 
per cent refund should be dealt with in the accounts and 
balance sheet. I think it is clear that credit cannot be 
taken therefor in the profit and loss account. Having con- 
sulted the Board of Trade and the Ministry of Information 
on the question generally I am asked to remind members 
that whatever course may be taken in dealing with this 
item, it is regarded as essential in the interests of public 
security that no figures should be divulged which might 
be of use to the enemy.” With us it is a little different. 
The tax statutes are definite in regard to the amount to be 
refunded. How should it then be shown in the balance 
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sheet? That is something on which our members will be 
expecting guidance, and the matter has been referred to 
the committee on Accounting Research. 

The profession has been built up to high standards by 
its membership over the years of its existence. Education- 
al standards, professional ethics, and general proficiency 
have been steadily raised. The demands of the war effort, 
taxation, and changed business conditions have been met 
by the members in such a way that our profession is known 
and appreciated throughout the Dominion as never before. 

I wish to express appreciation for the work done by the 
members of the different committees during the year, and 
to our efficient Secretary-Treasurer, Austin H. Carr, upon 
whom has fallen many added duties during the past year. 
Much credit is due to Mr. Carr for the progress and accom- 


plishments of our profession. 
M. C. McCannel, 


President. 
19th August 1942. 


THE PLANNING OF CANADIAN RECONSTRUCTION 
POLICIES* 


By F. Cyril James, Ph.D., Montreal 


May I first of all express to you my sincere appreciation 
of your invitation to address this Annual Convention of 
The Dominion Association of Chartered Accountants. Dur- 
ing the three or four centuries since business men from 
all parts of Europe went down to Italy to learn the rudi- 
ments of that improved style of bookkeeping which was 
rapidly becoming an essential tool of business operations, 
the accounting profession has contributed greatly to the 
increasing efficiency of business operation and to that re- 
duction in the real cost of goods and services which was 


*An address delivered before The Dominion Association of Charter- 
ed Accountants at its fortieth annual meeting held in the Pallister 
Hotel, Calgary, 19th August 1942. Dr. James, who is Principal and 
Vice-Chancellor of McGill University, was born in London, England, 
and is a graduate of the London School of Economics and of the Uni- 
versity of Pennsylvania. He spoke on this occasion as Chairman of 
the Committee of the Dominion government on Post-War Rehabilita- 


tion. 
250 





THE PLANNING OF CANADIAN RECONSTRUCTION POLICIES 


the outstanding triumph of capitalist civilization during 
the 19th century. Members of your profession in this 
Dominion are living up to a great tradition during the 
present war and playing a significant role in the complete 
mobilization of Canadian resources for the war effort. 
May I suggest that the services of trained accountants will 
be no less necessary during the post-war years. 


Urgency of Studying Now Reconstruction Problems 


In considering the problems of reconstruction, it cannot 
be too much emphasized that the post-war period will not 
of itself offer us a brave new world in which to live. We 
shall not suddenly find ourselves with greatly enlarged 
opportunities when the war is over, because everything that 
we have done during the course of the war will automatical- 
ly affect the pattern of our society when peace comes: every 
problem that we faced in 1939, as well as those we face 
today, will be present to bedevil our minds and tempers. 
The essence of a reconstruction programme is the discovery 
and refinement of a new philosophy which will enable us to 
develop solutions more appropriate to human ee and 
the progress of civilization. 


Nor is reconstruction something that can be postponed 
until the last gun has fired. No thinking individual can 
possibly believe that war creates the best opportunities and 
the most favourable conditions for social and economic 
progress. We are too keenly aware of the fact that the 
finest flower of our youth is sacrificed in our defence, and 
that all our productive resources must relentlessly and con- 
tinuously be applied to the production, not of those desir- 
able things which raise the standard of living for our toil- 
ing millions, but to the intensified output of every type of 
munition which hostilities demand in increasing numbers. 


We face the problems of reconstruction at this moment 
not because the war has given us greater opportunities than 
we enjoyed during the years of the long pre-war depression, 
but because the brutal challenge to all the inherent tradi- 
tions and values of our democracy has made us realize 
vividly that those values and traditions are precious. 
Canada, and every other country, could have carried 
through a comprehensive policy of social and economic 
amelioration with much greater ease during the period be- 
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tween wars than they will be able to when this war has 
finished. In that period, however, we lacked the vision and 
determination to do those constructive things which we 
now recognize to be necessary for the preservation of 
democracy on this Continent and throughout the world. 
The war has brought home to us in vivid fashion the relent- 
less march of events which will overwhelm our democratic 
civilization and destroy our way of life unless we face the 
immediate challenge squarely and find solutions to all these 
problems which have been long upon us for solution. When 
everything that we hold dear is threatened, we are apt to 
cherish the more our own way of life and to think acutely 
about it and about how it can be improved. 


Plans Must Be Constructive and Realistic 

This fact is of vital importance, because men and women 
fight for something with greater effort and determination 
than they fight against anything. Every individual who 
has surveyed the history of our civilization realizes that 
mankind can never go backwards. We cannot, even if we 
would, return to the world of 1913, or even to the world 
of 1939. Our plans for the post-war reconstruction of 
Canada must be both constructive and realistic; they must 
take their beginning from the principles enunciated by the 
United Nations in the Atlantic Charter—principles that in 
themselves represent a fundamental departure from many 
aspects of the economic and social philosophy current dur- 
ing the 19th century—and proceed to create realistically 
the conditions within each national economy that will make 
it possible for every man and woman to attain the four 
freedoms that President Roosevelt has enunciated. That 
will not be an easy task. We are called upon to find solu- 
tions to many of the problems that have vexed humanity 
for centuries; we are called upon to carry those solutions 
into effect in such a way that the average man and woman 
in Canada will be able to live to better advantage than at 
any previous time in our history. Unless I am mistaken, 
the prospect of such policies of reconstruction in the post- 
war world is already stirring deeply the minds of people 
throughout this Dominion as well as throughout the United 
States, Great Britain and other parts of the world. In 
terms of the psychological mobilization that is needed if 
we are to throw into the war effort the fulness of energy 


252 





LLL LL LL ee seetanscnvesnesaeeessete ne 








THE PLANNING OF CANADIAN RECONSTRUCTION POLICIES 


which the attainment of victory demands, effective plan- 
ning of reconstruction policies represents a direct contribu- 
tion to the present struggle. We must think about it now, 
because of that psychological significance, and we must 
think about it as a part, an integral and essential part, of 
the whole war effort, which is the dominant factor in all 
our thinking. 

There is, moreover, a second reason why the discussion 
of reconstruction is significant even in these dark days of 
the present struggle. The pattern of Canadian life at the 
end of the war will inevitably be determined in every detail 
by the decisions that are made by government and by busi- 
ness enterprises in connection with the war effort. Agree- 
ments between the Dominion government and other nations 
will affect Canada’s international position after victory has 
been attained; decisions regarding the location and expan- 
sion of munition plants will vitally alter the pattern of 
Canadian industry; the expansion of agricultural produc- 
tion and the development of agricultural processing indus- 
tries may tend to exacerbate a problem which was already 
serious before this war began. I could cite hundreds of 
cases that illustrate the influence of wartime decisions on 
post-war problems, but each of you from his own experience 
can supply sufficient evidence to make further proof un- 
necessary. Even though each of us realizes continuously 
that an efficient policy for the conduct of the war must 
take precedence over every other consideration, your ex- 
perience of business organization will I think convince you 
that in very many cases it is possible to attain a desired 
goal with equal efficiency by more than one method. Where 
such alternative policies are available, we ought continuous- 
ly to be aware of the post-war repercussions of each of 
the alternatives, so that we may consciously and wisely 
select that which will cause the least dislocation, or the 
greater advantage, to the future development of this Do- 
minion. 

The Committee on Reconstruction and Its Problems 


Against the background of those general principles, I 
should like to discuss with you the work that the Dominion 
Committee on Reconstruction has been doing. I am not 
going to talk about the terms of the Peace Treaties, about 
post-war national frontiers, or the international details of 
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the post-war settlement. These are matters of high nation- 
al policy, in regard to which every one of the United 
Nations will have a voice, and it would be presumptuous 
for me to attempt to prophecy the details of their decision. 
Naturally, all of us have ideas on these subjects, and I 
hope that every citizen of this Dominion will continue to 
study these problems carefully and to discuss them frankly, 
in order that we may move forward, as a democratic 
people, co-operatively, towards the definition of an inter- 
national structure which will permit the attainment of those 
ideals for which we are now fighting. I personally am con- 
vinced that an aroused and well-informed public opinion in 
Canada can enable this Dominion to play a part of great 
significance in the discussions by which the international 
structure of the post-war world will be shaped. 


Let us remember, however, that all of these interna- 
tional ideals and agreements depend fundamentally upon 
the organic structure of society, and the idealism of millions 
of individuals, in each of the constituent nations. Inter- 
national reconstruction policies must represent a synthesis 
of domestic reconstruction policies in all of the major na- 
tions of the world, and the attainment of the ideals of which 
I have been speaking depends fundamentally upon the de- 
velopment in this Dominion, and in other countries, of sound 
economic, political and social policies of domestic recon- 
struction. In its approach to this problem, the Committee 
on Reconstruction, of which I have the honour to be Chair- 
man, has recognized from the beginning of its studies that 
the central theme of reconstruction policies within the Do- 
minion of Canada must be the effort to provide full and 
secure employment to every man and woman who desires 
it. That is not a new idea, but I think its modern concept 
transcends the definition which was current before 1939. 
We are not only concerned with providing employment in 
order that a man and his family may eat: we must find 
opportunities for employment which engage man’s spiritual 
energy, which develop an esprit de corps, which encourage 
each individual to put forth his best efforts because he 
realizes that the work which he is doing is itself a contribu- 
tion to the creation of a better society. 


This ideal underlies the whole pattern of reconstruction 
which my Committee has developed, and I should like you 
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to bear that fact in mind, and to remember the inter-rela- 
tion of the various segments, in considering the things that 
I am about to say. Naturally, in the time at my disposal, 
I cannot enter into a detailed discussion of all phases, but 
I should like to picture for you with broad brush strokes 
the general framework of the problem as we now see it. 

There are three main sections of reconstruction policy, 
which may roughly be defined as follows :— 

1. Policies dealing with that group of problems which 
is wholly within the powers of the Canadian people, in the 
sense that domestic policies can be put into operation with- 
out considering in any way the policies or attitudes of other 
nations. 

2. That group of policies in which the problems trans- 
cend national frontiers, so that domestic problems in Can- 
ada must be solved by policies that take account of com- 
parable activities in those countries with which Canada is 
most closely related economically. 

3. Policies in regard to that over-riding group of prob- 
lems which are international, in the sense that solution can 
only be attained by the co-operation of several of the lead- 
ing governments of the world. 


I should like to discuss each of these briefly. 


Domestic Post-War Problems 

The first specific problem in the domestic group is, of 
course, that of maximizing the employment opportunities 
for each individual. By that I mean three things. In the 
first place we must ensure that our placement machinery 
is as efficient as we can make it so that there will not arise 
a situation in which there is a demand for men in Toronto 
and men with the appropriate type of skill out of work in 
Montreal and not able to be brought in contact with the job. 
That is simply a matter of using the efficient and expand- 
ing Dominion employment office machinery which has been 
set up during the last eighteen months, but it is a task 
of considerable practical importance. 

Secondly, employment opportunities are conditioned in 
many cases by education, by the proper technical knowledge 
and training as well as by general education, and it is neces- 
sary through the various provincial governments—since 
this is not a Dominion matter—to look at the educational 
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system in every part of Canada, not only as it serves those 
people who are going up to University for professional 
courses but as it serves the boy or girl who is looking for- 
ward to employment in an office or a factory, in order that 
we may be sure that in all three cases there is adequate 
educational preparation which will enable each individual 
to find a job and keep it satisfactorily. 


Thirdly, under the heading of employment opportunity, 
it is perhaps necessary for us to study existing plans for 
the provision of retirement allowances and sickness allow- 
ances (as well as measures affecting the public health) in 
order that the man who comes to the end of his working 
career will be able to retire and live in comfort. Such re- 
tirement allowances must be carefully worked out, on a 
contributory basis, either by a Dominion Governmental 
scheme or by private schemes. 

Next under this domestic heading there is the tremen- 
dous group of problems in regard to the conservation and 
utilization of our natural resources. These resources are 
not only an amenity of life, they are not only an asset that 
brings tourists to this country in peacetime and thus en- 
larges our natural income, they are in many cases the basis 
of important Canadian industries. We have to face the 
fact that under the pressure of war some of these resources, 
both mines and forests, are being used up more rapidly 
and replaced more slowly than they would be in peacetime. 
The proper programme for utilization and conservation not 
only provides immediate employment when the war is over; 
it also preserves a continuing asset, in the case of many 
of these resources, for this Dominion in years to come. 


Finally, under this heading, there is the problem of 
developing, as a measure to meet possible emergencies, a 
programme of publicly financed construction projects. 
What is envisaged is not the hasty formulation, in mom- 
ents of crisis, of ad hoc relief projects that will absorb un- 
skilled labour in digging ditches, but the careful prepara- 
tion of plans for housing projects that involve new build- 
ings and slum clearance in a way that will permanently 
beautify our cities, for dams and water power projects, for 
watershed conservation projects. We need a series of plans 
worked out carefully by private enterprise, municipal au- 
thorities, provincial authorities and Dominion authorities, 
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worked out to the last detail of architectural and engineer- 
ing specifications, so that we know, when these projects are 
carried out, that the money which is being spent is provid- 
ing good jobs for skilled men as well as unskilled men and 
that the expenditure will enrich this Dominion by providing 
amenities and equipment which are sorely needed and not 
yet available to us. 

Those three problems together constitute the first group, 
and in regard to each one of them there is at the present 
time a sub-committee carefully exploring the field, one on 
employment opportunities under Mr. Tom Moore, President 
of the Trades and Labour Congress; one on the conserva- 
tion and utilization of resources under Dr. R. C. Wallace of 
Queen’s University; and one on publicly financed construc- 
tion projects under Mr. K. M. Cameron, the Chief Engineer 
of the Department of Public Works. 


Problems Transcending National Frontiers 


The group of domestic problems, complex as some of 
them are, is the easiest to solve, but it is followed by a 
second group where the decision will be domestic to Canada, 
by private enterprise or by government, but where the 
effects of that decision in promoting prosperity will be con- 
ditioned by what happens in other parts of the world. The 
first of these problems is that of the relaxation of wartime 
controls. We have in this Dominion, during the war, will- 
ingly consented to the development of an elaborate net- 
work of controls over every aspect of business and private 
life because we recognize that all these controls are neces- 
sary for the immediate mobilization of our resources in the 
war effort. But many, if not most of us hope to get rid 
of those controls in due time, so that business may be able 
to operate more freely and more in traditional fashion. 

As all of you realize from private discussions, this 
problem involves thorny questions of political philosophy 
upon which I am not going to touch. It seems apparent 
that some types of control may outlast the war, in any 
case foreign exchange control for instance may be an integ- 
ral part of a post-war monetary system. But, whatever 
one’s political philosophy may be, there can be no doubt 
that a relaxation and reorientation of many controls is 
highly desirable, so that it is necessary to study carefully 
what happened after the last war, here and in other coun- 
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tries, to study carefully the way in which that relaxation 
or reorientation can be effected in such a way that business 
will smoothly swing into peace time activity. It would be 
suicidal to abandon all planning, and deal with each control 
in a haphazard fashion that must necessarily lead to chaos 
because of the interdependence of economic activities. 

It is obvious moreover that, in addition to developing a 
policy that takes all segments of the Canadian economy 
into consideration, we must adapt our own policies fairly 
closely to those of the United States and also keep in mind 
clearly the British policies and the developments in central 
Europe. The relaxation of controls is therefore a problem 
which requires investigation not only in the broad sense 
of study by a government committee but in the very speci- 
fic sense of examination by each industry through its or- 
ganized groups or by the central executive organization. 
Each of these organizations, and all professional groups, 
should be interested in measuring the effect of existing 
regulations in standardization of products, in limitation 
of markets, in changes of products, in processing and inter- 
change of patents and specifications, in elimination of 
trade-marks on particular goods and in dozens of other 
aspects, in order to find out the exact effect that these con- 
trols have had, to decide how far it is desirable that these 
controls be removed, and to suggest the way in which that 
could be done with the greatest good for the country and 
the least friction between divergent economic interests. 

A comparable approach is needed to those problems in 
the whole field of the rehabilitation of Canadian industry 
and its adaptation to peacetime production. This rehabili- 
tation will involve changing machines, changing tools, get- 
ting additional raw materials and perhaps changing the 
source of supply. It may mean the deliberate decision to 
abandon certain plants, or it may involve the rehabilitation 
of these plants so that instead of producing explosives they 
can produce silk stockings, or instead of producing tanks 
they can produce locomotives, washing machines, or refrig- 
erators. That problem of the rehabilitation of Canadian 
industry is one on which no government committee can be 
expected to give expert advice to each industry in the 
country: the committee necessarily knows less about a par- 
ticular industry than the men who are in it every day of 
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their lives and have been solving its problems year after 
year so that they know every detail. I hope therefore 
that each industrial association and each enterprise that 
has extended or changed its operations as a result of the 
war will take some time, and (if it is a large enterprise) 
assign some individual, to study carefully the implications 
of post-war rehabilitation in terms of physical changes to 
plant, changes in the business and labour force, and 
changes in supplies of materials, so that there may be a 
series of specific plans developed which can be promptly put 
into effect when the time comes. 

Thirdly, under this group of domestic problems which 
are affected by international factors, is the whole reorgani- 
zation of Canadian agriculture. Canadian agriculture can- 
not be studied excepting in terms of American, Argentine, 
South African and Australian agriculture,.while we must 
also take account of European conditions in regard to the 
probable demand for foodstuffs. I am not saying that 
international factors offer the whole answer. They do not. 
It has been suggested to me (and I am not an authority for 
this figure because I am neither an agricultural expert nor 
a nutritional expert) that, if we could raise every individual 
in this country to the basic nutritional standard which is 
regarded by our scientists as essential for physical well- 
being, it would require an increase of some twenty-five per 
cent in the total production of agricultural goods in Canada 
to supply the needs of the Canadian population alone. 
Canadians are now studying nutrition. We shall, I hope, 
do some of the things that are being done in Great Britain 
and the United States to make possible the effective nutri- 
tion of the poorest groups in the community, and it is 
obvious that such a policy will affect agriculture, although 
I hasten to add that even if you brought everybody up to 
the best standard of nutrition they would not eat all of 
the Canadian wheat output. Canada would still have prob- 
lems of readaptation in agriculture, taking account of new 
domestic demands as well as of preferences in the interna- 
tional exchange of goods. 

There is still a further angle of approach to the agri- 
cultural problem resulting from the chemurgic studies that 
are now going on regarding the use of agricultural pro- 
ducts for the making of plastics, alcohols and fabrics. I 
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do not know how far that development is going, since we 
are only on the threshold of a new era in the chemical 
use of materials of that kind. But, once again, since we 
have substantial international relationships in our chemical 
industries, the development of chemurgy means more study 
of what is going on elsewhere before we are completely able 
to solve the problems of the farmer. 

As in the case of industrial rehabilitation, the effective 
solution of agricultural problems depends in large part upon 
the thinking and action of agricultural groups and individu- 
al farmers. A special sub-committee under the Chairman- 
ship of the Honourable Donald McKenzie is now discussing 
the situation with such groups, but I should like to bespeak 
the aid of all those of you who are interested in the future 
of Canadian agriculture. 

Problems Depending on International Co-operation 

Finally, there is a third group of problems in regard 
to which Canada by itself can do practically nothing because 
the effective solution of those problems, vital as they are 
to Canadian welfare, depends on international action and 
wholehearted agreement and co-operation among several 
of the leading countries of the world. 

First under that heading I would place the broad prob- 
lem of the restoration of some sort of world economy. I 
am not among those idealists who believe that at the end 
of this war we shall be able to call an international parlia- 
ment, and that every country on the face of the earth is 
going to abandon its sovereignty so that we can all have 
world parliamentary debates and legislation. I am, how- 
ever, suggesting, as a practical realist, that if we are to 
avoid another devastating war, we must look at these prob- 
lems of international trade, of international capital move- 
ments, of migration of labour, of tariffs, of monetary stand- 
ards, in a practical fashion and, learning by the sad experi- 
ence of the last twenty years, remember that neither Can- 
ada nor any other nation can walk to prosperity in lonely 
isolation by trampling on the heads of neighbouring coun- 
tries. It is essential that every one of these problems be 
studied broadmindedly and, while it is a purely personal 
opinion that you may attach as much or little weight to 
as you want, it is my judgment that in the United States 
and in Great Britain as well as in Canada there is a grow- 
ing recognition; among responsible members of the govern- 
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ments, of the need for common discussion and co-operative 
action. 

I think there is more chance at the end of this war of 
attaining a working international economy among those 
countries which are the most important from the viewpoint 
of Canada’s trade, than there has been at any time in the 
last fifty years. It is going to require imagination, it is 
going to require careful judgment, it is going to require a 
willingness on the part of industry and agriculture, of the 
electorate and of the government, to look at international 
problems without prejudice and from all angles. But if 
we do that, and if we succeed in solving these problems the 
co-operative effort will pay bigger dividends, both in the 
literal sense and in the sense of aiding Canada along the 
road toward full employment and peace, than any other 
part of the reconstruction programme. 


Under this broad international heading I would also 
include the whole question of monetary policy which is 
being widely discussed at present—sometimes I think with 
more heat than light, but perhaps the light comes after 
the heat has subsided. It is fairly obvious—and again I am 
speaking purely personally—as a result of the last twenty 
years of experience, that we cannot go back to the kind of 
gold standard that we venerated after the last war and 
even more deeply before 1914. That standard has broken 
down completely as a result of the legislation in the United 
States, Great Britain, and twenty other countries, so that 
for practical purposes we have to build something new out 
of the ruins. I think, however, that in building that new 
structure we are still going to find that gold itself, although 
not the old gold standard, is the most useful balance weight 
that we can find for international payments. The import- 
ant thing is not whether we use gold or diamonds, or silver 
or platinum, or anything else that you want, for inter- 
national payments; it is the size of those payments and 
the monetary policy in the several co-operating countries 
that is significant. Monetary policy and fiscal policy must 
be co-ordinated with one another, as well as with industry 
and agriculture, just as effectively as the activities of an 
individual business must be co-ordinated to national policy 
if we are to attain full employment. It is clear therefore 
that, in terms of the monetary policy that is now admitted 
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to be desirable by leading central bankers, the attempt to 
establish monetary policy involves, just as much as does 
Canada’s trade, international consultation and a willingness 
to co-operate, with some attempt to keep step, between 
the countries that are jointly following the same policy. 

Finally under that heading of external problems there 
is the straight-forward question of Canada’s foreign trade. 
There again it seems to the Committee on Reconstruction 
that the approach to the problem is not that of trying in 
advance to get specially reserved markets, it is not alone 
that of making foreign market surveys (although those of 
course are important). It is a question of deciding how 
much Canada wants to import or give away. We can only 
export continuously in a world economy either if we are 
taking goods or services in return or if we are exporting 
capital. If we Canadians wish to travel widely throughout 
the world and buy other people’s services, or if we wish to 
import substantial quantities of foreign goods of one kind 
or another, then we shall have no difficulty in building up 
our exports to a like amount. Above that figure we can 
only export goods if we are willing to take foreign securities 
in exchange for them, and my own guess, which is purely 
personal, is that the taking of foreign securities is not going 
to be as popular at the end of this war as it was during the 
period from 1920 to 1929. 

I believe the probable development in regard to inter- 
national capital movements, one in which the United States 
may well take the lead, will be a kind of international Lease 
Lend on a peacetime basis whereby a country like Canada 
will supply substantial quantities of goods to a country like 
Russia or China, free and for nothing in terms of dollars, 
for the express purpose of building up a prosperous econ- 
omy in the receiving country and in the expectation that 
there will be a growing demand from that country for many 
of the manufactured goods that Canada produces. It is also 
apparent that growing prosperity, well and freely distri- 
buted, is the best guarantee that we can have for world 
peace. 

Where Responsibility Rests 

I have tried to give you the broad outlines of the post- 

war problems as the Committee on Reconstruction sees 
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them. I would only add two further comments of a personal 
nature. 

In the first place, I cannot emphasize too much the 
fact that we shall fail to attain the ideals towards which 
we are groping unless every citizen of this Dominion, every 
professional association, every business enterprise, and 
every public authority, plays its part consciously and with 
irrevocable determination. The solution of the problems 
of reconstruction is not the sole responsibility of the Com- 
mittee on Reconstruction. We are confronted with no less 
an occasion than the definite opportunity to recreate our 
Canadian society in a happier pattern, and that responsibil- 
ity is one which rests upon each of our shoulders in varying 
degree. On behalf of my Committee, and in my own behalf, 
- J want to invite your criticism and your co-operation, so 
that we may all work together toward the common goal. 

Britain Conscious of Problems 

In the second place, I want to tell you that so far as I 
have been able to observe them during the past few months, 
the people of Great Britain and the people of the United 
States are becoming increasingly aware of these reconstruc- 
tion problems, and are thinking along lines similar to those 
which I have suggested for the Dominion of Canada. In 
Great Britain, which among the nations still free is one of 
those that has been hit most severely by this war, I do 
not think that the governmental organization for the study 
of reconstruction is any more elaborate, nor are plans 
further advanced, than they are in this Dominion. But. 
there has developed a climate of opinion among the men 
and women of the old country which is itself the herald of 
things to come. During the weeks when I was in Britain, 
I talked deliberately with all types of people, from commis- 
sionaires to cabinet ministers, and I must confess myself 
amazed at the extent to which the present clarity of think- 
ing exceeds that which existed during the last war. In 
those well remembered days from 1914 to 1918, the average 
Britisher, while putting forth valiant efforts, still seemed 
to feel that the war was a temporary interruption of nor- 
mal life; and his attitude toward Germany and her people 
was rather that of a fond parent with a wayward child, 
who was expected to reform and behave decently after an 
appropriate punishment. That attitude of mind has dis- 
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appeared; and today the climate of opinion is dominated by 
a bitter and grim determination which recognizes that the 
future of civilization itself is dependent upon the outcome 
of the fiercest struggle in history. Even though there be 
no hatred of the individual German as such, there is a clear 
recognition of the fact that the German nation as a whole 
must be so decisively beaten that this threat to all things 
which free men hold dear will never again be able to raise 
its head. It is no longer a war of nations, but a conflict of 
ideals, and the reawakened spirit of Britain has given to 
the people of the Island a vision of the deep gulf that is 
fixed between the ideals for which free nations have always 
striven and the foul miasma of brutish desires which 
National Socialism has deliberately evoked from the herd 
instinct of the German Volk. 

I should like to mention one further aspect of this 
British climate of opinion. In spite of a full-souled concen- 
tration on the immediate winning of the war, there is evi- 
dent in Britain wide-spread and constructive thinking about 
the shape of the post-war world. Did I say in spite of? 
Rather, I should have said, because of. As a matter of fact, 
it seems to me probable that the very quality of this think- 
ing is due to the mental clarity and determination which 
I have already mentioned; since the first thing that must 
be learned about reconstruction, as I have pointed out to 
you here today, is that it is intimately related to the war 
effort. 

By thinking people in Great Britain, and there are many 
such today, the problems of reconstruction are regarded on 
a level far above the practical details of available physical 
resources and technical skills. Men and women realize clear- 
ly that the rebuilding of shattered towns is a simple task 
if the domestic and international society can be creatively 
organized in such a way that the resources that now feed 
the hungry mouths of war can be devoted to the tasks of 
human welfare. They realize that the most important tasks 
of al] lie in that field of human endeavour where ideals are 
translated into realities, that the most fundamental prob- 
lem of reconstruction for Britain and every other country 
is that of creating an equitable organized world society that 
shall ensure the maintenance of peace. 
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A Summary Prepared by John Douglas Campbell, 
Chartered Accountant 


BULLETINS 
(1) Cost Accounting 


Bulletin No. 21, Volume XXIII, 1st July 1942, published 
by the National Association of Cost Accountants (New 
York) covers both the general topic of cost estimation and 
the more specialized topic concerning the determination of 
standard heat treat costs. 

Government Contracts—Max F. Thompson in “Cost Es- 
timating for Government Contracts” sets out in general the 
advantages of the negotiated government contract indicat- 
’ ing the increasing importance of “cost estimating” in this 
particular type of contract. Specific problems are discussed 
under the general headings of labour estimates, treatment 
of overtime bonus, material content analysis and the devel- 
opment of load charts to insure delivery on time. 


Heat Treat Costs—George T. Krider discusses the ques- 
tion of the preparation of standard costs for the heat treat- 
ing operation in an article “Heat Treat Costs.” <A suitable 
background for the discussion on standard costs for heat 
treating is provided in a detailed description of the various 
types of heat treatments and processes which are to be 
costed. This is followed by a brief description of the 
former job costing methods, and followed finally by a de- 
tailed explanation of the actual preparation of the standard 
heat treat costs to fit the existing situation. 


Selective Service—Bulletin No. 22 (Section II), Volume 
XXIII, 15th July 1942, includes a copy of Occupational Bul- 
letin No. 10 issued by the Selective Service System of the 
United States representing the reply of the national head- 
quarters of the Selective Service System to a representation 
made to them by the accounting profession of the United 
States. The Occupational Bulletin is also reproduced in the 
August 1942 issue of The Journal of Accountancy (New 
York). 

Taxes-Costs-Profits—Section III of bulletin No. 22 
covers an article by William J. Casey on “Interrelation of 
Taxes-Costs-Profits” which is of particular interest due to 
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the increasing tax burdens, price ceilings and general pri- 
ority controls being imposed on business in general. Mr. 
Casey lays down a general deduction followed by a specific 
outline of certain problems which are facing business at 
present. “If we fully understand today’s atmosphere and 
the broad problems it brings to us, then we can be sure that 
our technical equipment will be equal to the task of finding 
solutions to specific problems... . all of us must adjust our 
thinking in line with the impact of wartime taxes on costs, 
profits and prices.” 

Although the major objective of business today is to 
make a contribution to ultimate victory, its next most im- 
portant goal is to preserve and to carry into the post-war 
era as much of its goodwill, reputation, sales and produc- 
tion organization as possible. The latter problem assumes 
added significance in light of the increasing tax burden. 
Money spent now in research to develop new products and 
more efficient methods, in developing new markets, in tun- 
ing up the efficiency of the business organization and in 
installing standard cost systems and better control methods 
not only helps the war effort but sets up a stronger founda- 
tion with which to weather any post-war storm. “This is 
the best and most economical method of creating a cushion 
for post-war readjustment.” 

Certain of the other problems which are covered are con- 
centration of industry, advertising, stabilizing of income, 
accelerated depreciation, inventory pricing and reserves, in- 
vestment in new equipment, disposition of equipment and 
compensation policies. 

In summing up, Mr. Casey points out that savings made 
in holding down expenses may not mean much after taxes 
are taken into account, and the suggestion is offered that all 
expenses should be appraised after adjusting for taxes. If 
the benefit of such expenses either immediately or long 
range is worth the cost after taxes the expenses should be 
incurred. 

Internal Control—Bulletin No. 23, Volume XXIII, 1st 
August 1942, carries an article “Internal Control-Principles, 
Practical Adaptations, Cases” by Clinton W. Bennett in 
which the subject of internal control is briefly presented 
with an outline of the principles involved supplemented by 
some time-tested procedures and actual case studies. 
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In outlining the importance of internal control special 
care is taken to point out that the auditor, in stating that 
he has reviewed the system of internal control instead of 
stating that he approves the system “is saying that he has 
performed the type of examination which he deemed appro- 
priate in light of the particular system of internal control 
which he reviewed.” 

Two basic aims are set forth as attached to an adequate 
internal check and control: “(1) to aid in obtaining fairly 
stated and reliable reports of operating results and condi- 
tion; and, (2) to reduce the probability of management and 
employee frauds.” Of the two aims the former is consid- 
ered the more important. 

In discussing the various procedures which facilitate 
. obtaining “fairly stated and reliable reports” standard costs 
and analysis of variances are referred to specifically. In 
covering the question of internal control as applied to man- 
agement and employee frauds two essential principles are 
laid down as prerequisites for fraud, namely, availability of 
money and a means of burying its acquisition in the ac- 
counts. The various fundamental safeguards are outlined 
followed by the presentation of twelve specific cases where 
fraud occurred as a result of an inefficient system of inter- 
nal control. 

(2) Auditing 

Bulletin No. 10 “Auditing Under Wartime Conditions” 
which was published jointly by the American Institute of 
Accountants and the New York Society of Certified Public 
Accountants in June 1942 is reproduced in the August 1942 
issue of The Journal of Accountancy. 

The significant auditing problem arising from the war- 
time conditions is first outlined “. . . . the need for account- 
ing and auditing services by industry, particularly industry 
engaged in war work, has increased substantially .... On 
the other hand, substantial numbers of practising account- 
ants and their staffs are now in government employ; in ad- 
dition their numbers have been depleted as a result of 
selective service, as well as the active demand for trained 
personnel by industry at the present time.” 

In setting out ways and means of alleviating the situa- 
tion the committee was faced with the alternative of either 
relaxing auditing standards (decreasing the amount of work 
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actually done in individual engagements) or spreading the 
auditing work more evenly over the year thereby minimiz- 
ing work at the peak period and covering more territory 
with the personnel available. The relaxation of auditing 
standards was discarded on the grounds that it would be 
undesirable due to the resultant indefiniteness which it 
would create. In covering the alternative “it is felt that 
further progress can be made in spreading the auditing 
work more evenly over the twelve month period by extend- 
ing the adoption of the natural business year by clients, by 
extensions of the time limits for submitting annual reports 
and statements, and by making more extensive examina- 
tions at interim dates.” 

The written requests by the committee to both the Se- 
curities and Exchange Commission and the New York Stock 
Exchange covering the particular suggestions outlined to- 
gether with their responses are reproduced. 


ARTICLES 
(1) Internal Auditor 


Henry L. Payte in an article “Co-operation between the 
Independent Auditor and the Internal Auditor” published 
in the August 1942 issue of The Journal of Accountancy 
seeks by clearly setting out the nature of the work per- 
formed by the external and internal auditors to provide a 
background upon which a pattern of co-operation may be 
successfully woven. 

“The independent auditor’s centre of interest is in the 
financial statements and he depends upon the internal check 
for accuracy of supporting detail, while the internal audi- 
tor’s centre of interest is the accuracy of the detailed 
records and the efficiency with which the transactions were 
consummated.” Although as indicated the primary objec- 
tives of the independent and the internal audit differ, the 
fact that they are both conducted along parallel lines pro- 
vides a firm basis for co-operation. 

The primary point of co-operation discussed covers the 
question of working papers and reports prepared by the 
internal auditor. These should be so designed as to provide 
the external auditor with a “word-photograph” of the in- 
ternal control, its strength and its weakness. 

Although a certain amount of duplication of work by 
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the internal and external auditor cannot be avoided it can 
and should under present circumstances be held down to a 
minimum. In outlining ways and means in which this sec- 
ond type of co-operation might be obtained specific discus- 
sions are presented covering the verification of additions 
and withdrawals of fixed assets, audit of cash, notes and 
accounts receivable and inventory valuation. 
(2) Accounting Theory 

The July 1942 issue of the “Controller” (New York) 
carries an article “Current Trends and Persistent Problems 
in Accounting Theory” by Dr. Carl T. Devine which pre- 
sents a concise summary of the major current accounting 
problems and trends which have been and are at present 
under current observation. 

The major problems reviewed cover income determina- 
tion, depreciation, inventory valuation, profit and loss state- 
ments, sales discounts and bad debts, equalization reserves, 
bond discount and capital and surplus. 

The last-in, first-out (“Lifo”) basis of inventory valua- 
tion comes in for its share of comment which might be 
summed up in the following statement: “The essence of 
their argument and the effect of their procedures is to 
match current replacement costs with current sales prices 
.... the income figures bear a closer relation to the stream 
of funds made available from operations.” 


(3) Accounting—Income vs. Surplus 


Henry Serlin in an article “Accounting Through Income 
or Surplus” published in the July 1942 issue of The Account- 
ing Review (Chicago) outlines the salient characteristics 
of both the surplus and income accounting methods. 

The British and American concepts of capital and income 
are suggested as the underlying bases of the different ac- 
counting methods. As the American viewpoint is essen- 
tially one concerned in the measurement of increases in 
worth, no distinction is made between capital gains and 
other profits so long as they are realized. The American 
viewpoint thus tends towards a combination statement 
which discloses the net increase in worth. The English 
viewpoint on the other hand, dealing primarily with earn- 
ing capacity, favours a distinct segregation as between re- 
curring and non-recurring income and as between capital 
gains and losses and other profits and losses. 
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In discussing the recent suggestions advanced by the 
American Institute of Accountants in their Accounting Re- 
search Bulletin No. 8 as to the preparation of an integrated 
income and surplus statement, it is suggested that such a 
statement represents a liaison between the two types of 
accounting in which the common guide becomes “full dis- 
closure.” 


(4) Inventories 

Dr. Joseph J. Klein in an article “Pros and Cons of Last- 
in, First-out Inventorying” published in the July 1942 issue 
of the “Controller” presents a clear and simple exposition 
of the last-in, first-out (Lifo) method of inventorying in 
which the warning is sounded that immediate profit should 
not blind management to a possible long term compensating 
penalty. 

Three main questions are discussed: “I. Is ‘Lifo’ method 
of inventorying of universal application? II. Will ‘Lifo’ 
enjoy a short or long lived popularity? III. Will ‘inventory 
reserves’ supplant ‘Lifo’?” 

The effect of the use of “Lifo” or any other approved 
inventory method is not to increase or decrease the ag- 
gregate amount of income over the entire cycle of price 
changes but rather to change its distribution as between 
the periods within the cycle. This fact becomes significant 
particularly as income tax rates over the periods do not 
remain stationary and net losses of any period are not avail- 
able for the reduction of prior year’s net income and are 
applicable only to a limited degree in the reduction of later 
earnings. 

In attacking the third problem the suggestion is ad- 
vanced that unless the situation is such as to make the 
“Lifo” method particularly “natural” the use of inventory 
reserves is advisable. The “inventory reserve not only pro- 
vides the advantages claimed for the ‘Lifo’ method—the 
dropping of income peaks and the raising of depression 
valleys—but also presents economy in operation, simplicity 
of installation and relative ease of audit and control.” 
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Editor’s Note: Our July issue contained some observations of The 
Economist (London) on the subject “Directors and Auditors,” in which 
reference was made to the inadequacy of the normal company state- 
ment to reveal to the shareholders the results of the year’s operations, 
and what the directors and the auditors can do about it. The following 
article published in a later issue of The Economist contains some fur- 
ther observations on the subject. 


RECENT article in these columns drew attention to the 

need for a new attitude, on the part of directors and 
auditors, towards the information to be given in company 
accounts. The contentions advanced were that the informa- 
tion at present required by law falls far short of what is 
necessary to enable the shareholder to judge the value of his 
investment; and that, in addition, certain information ought 
to be made public in the national interest, even if the share- 
holder does not demand it, and even if he feels that its 
disclosure may threaten his rights. If this latter suggestion 
appears revolutionary to some, it should be borne in mind 
that the whole system of private enterprise is under fire. 
The only way to remove misapprehensions, and to remedy 
abuses, is to make the facts plain. In matters of business, 
as in public administration, the great engine of democratic 
control is the utmost publicity. 

Whatever economic structure may emerge after the war 
will still rest in large measure upon private enterprise 
financed on the joint-stock principle. But the individual 
contributions to their finance are likely to come increasingly 
in smaller units from a larger number of people who are 
less well equipped to exercise effective control over the 
management of their property. Originally, those who pro- 
vided the finance were in a position to oversee its use. Now 
actually they are not, and the only substitute for oversight, 
under modern conditions, is adequate publicity. Share- 
holders will then have the assistance of skilled advisers act- 
ing upon reliable information; the publication of adequate 
and truthful accounts would at once raise the standard of 
criticism applied to company affairs by bankers, brokers 
and the press. It would furnish a reliable basis for the 
assessment of past performance by statisticians and stud- 
ents of industrial affairs, whether they were working for 
the industry itself, for a government engaged in planning 
or in the pursuit of truth for its own sake. It may, of 
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course, be objected that the government could obtain the 
details without their being made public. It is essential, 
however, that, in so far as it is necessary for government 
to take part in industry, or to create public boards to pro- 
vide specific services, parliament should insist on the fullest 
publicity. 

The main grounds for complaint concerning published 
accounts in the decade before the war were three: those 
associated with holding companies, including companies 
which both hold and operate themselves; lack of informa- 
tion, as regards all companies, about depreciation, tax pro- 
visions, and the trading account, associated with an extreme 
woolliness in statements purporting to explain what figures 
are given; and, finally, lack of uniformity, both in the ma- 
terial provided and the use of words. 


Holding Companies 


The position of the holding company needs drastic re- 
vision. In the matter of accounts, if subsidiaries are wholly 
owned by the parent, all should have the same accounting 
period. Granted that, it should suffice if the true profits and 


a statement of assets are incorporated in a consolidated 
profit and loss account and balance sheet. In the case of 
partly-owned subsidiaries and associated companies, either 
the parent’s share should be so incorporated, or it should 
be made clear where its full accounts may be found. The 
rule of an identical balance sheet date should also be en- 
forced if possible. Whatever rules are laid down for com- 
panies directly owned by the public would of course be 
applicable to these concerns also. In the case of large con- 
cerns, engaged in a variety of different types of business, 
it would be desirable to show separate totals in consolidated 
accounts for each main industrial division. This would in- 
deed be essential if adequate statistics were to be prepared. 


Disclosure of Particulars 


The complexities of the tax position and an outline of 
suggested remedies were given in The Economist of 13th 
December 1941. The position with regard to depreciation 
is similar, if rather less involved. The ideal would be that 
the assets should be valued, on a clearly-defined basis laid 
down by law, at the beginning of the period of account. 
There would then be shown the cost of new acquisitions and 
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the value realized by sales. The full amount of depreciation 
should be disclosed, together with the portion of the total 
allowed for purposes of taxation on account of renewals, 
repairs, etc. Ifa similar series of figures were supplied for 
stock-in-trade and debtors, and if the market value of stocks 
of materials and of investments were invariably given, it 
would be possible to determine the true distributable profit, 
and it would be apparent how much capital was really being 
ploughed back into the business. This would tend to ac- 
celerate the flow of capital into industries where the reward 
was high and to avoid over-investment in those where it 
was low or falling. It would also provide a measure of the 
real return on equity shares, and an indication of how much 
of the national capital was invested in any given industry. 
All this information is valuable in any system. It will 
become essential if the direction of industrial development 
is to be the subject of control by a national or international 
body. It is also desirable that the distinction which is fre- 
quently made between investments in gilt-edged stocks, in 
other securities and in holdings associated with the com- 
pany’s business should be made general. In the interests 
both of the proprietors and of the public, it is desirable that 
the publication of a trading account should be made obli- 
gatory. This should show, as a minimum, what is spent 
on wages, as well as on commodities, the latter being already 
required for the details of the stock position. 

If all these particulars about assets were given in full, 
the mystery which surrounds changes in the reserves of 
many companies would disappear. But it would still -be 
possible to confuse the issue, to a great extent, by lumping 
under an omnibus item such different things as trade 
creditors, reserves for contingencies, tax appropriations, 
dividend payments falling due, and time deposits. There 
is no reason why, at least in time of peace, these items 
should not be stated separately ; and, although all these de- 
tails are perhaps not necessary for the guidance of the 
owners of the business, they should be available in order 
to make possible a more complete statistical survey than has 
hitherto been possible. 


Uniformity of Form and Language 
If all companies were required to publish the informa- 
tion suggested above, in addition to that already laid down, 
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it would be possible, with a modicum of skill, to interpret 
accounts, despite the flagrant lack of uniformity in their 
form and in the language used to describe the various items. 
There would appear, however, to be no reason for not in- 
sisting upon uniformity of form and language once uniform- 
ity of information were prescribed. This wider uniformity 
would tremendously simplify the work of all concerned. It 
would doubtless be impossible to draw up one form of ac- 
counts which would be suitable for a bank, a railway, a 
manufacturing concern, a rubber plantation company or an 
enterprise giving advice on industrial management. But 
it should be possible to prescribe one form for each, and the 
more complete the information demanded the easier it is to 
draw up the prescription. 


While the above requirements will probably suffice for 
the normal manufacturing, extractive or plantation com- 
pany, something more will clearly be needed from public 
utilities, especially where these enjoy the special privilege 
of complete or partial monopoly. It is evidently impossible 
to give even an outline of the information which should 
be demanded in these cases; but it is important to estab- 


lish that monopolies must work in the full light of day. It 
might very well be the case that concerns enjoying this 
special privilege should have their accounts examined by an 
independent public body charged to report to parliament on 
the efficiency of the administration—and to report with less 
delay than has commonly been associated with such bodies 
in peacetime. 


Some Results of Publicity 


The immediate justification for the demand that light 
should be let into the dark places of the history of company 
finance is to overcome the disabilities associated with ab- 
sentee ownership, to remove abuses and to re-educate the 
suspicious. The ultimate need for information is even more 
compelling. Whatever share government may have in post- 
war industry and commerce, it can scarcely be imagined that 
there will not be changes in the method of their direction 
and management; the field over which it is possible to 
achieve success by the old, well-proved but much fallible 
system of trial and error, aided by flair, is now rapidly 
contracting as that in which scientific assessment is possible 
expands. It is all but certain that there will be some state 
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dictation of industrial and commercial objectives in the fu- 
ture. A system of uniform and readily intelligible ac- 
counts, probing deeper as the degree of privilege conferred 
increases, is not a heavy price to ask in return for the bene- 
fits of limited liability, right of association and legalized 
monopoly. 


TAX PROVISIONS IN INTERIM STATEMENTS 
(Contributed) 


¢ the preparation of interim statements it is necessary 
to adopt some arbitrary basis for computing the provi- 
sions for such items as income and excess profits taxes and 
management participation in profits. 


One view is to take no account of the future and make 
the calculations accordingly. Three examples of such cal- 
culations which would be made for the half year ended 30th 
June 1942 follow: 


Example I 

Profits for the half year 

One-half standard profit 

Income tax at 18% 

Excess profits tax at 22% 

Example II 

Profits for the half year 

One-half standard profit 

Income tax at 18% 

Excess profits tax— 

75% of ($30,000 less 18% $30,000) 
Example III 

Profits for the half year 

Standard profit (total amount thereof) 

Income tax at 18% 

Excess profits tax at 22% 

The calculation in Example III is a variation of that 
shown in Example II. It is based on the theory that the 
minimum rate of 22% for excess profits tax would apply 
until the profits reach a level equivalent to approximately 
156% of the standard profit at which level the profits at- 
tract the higher rate. There are objections to this method. 
The resulting amount is lower than the tax which would be 
payable if the company were wound up at the interim date 
and is also lower relatively (to the profits) than the amount 
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chargeable for the remainder of the year assuming opera- 
tions are continued at a profit. 

The second view is to consider the incidence of profits 
taxation as equal in degree in each part of the fiscal year. 
In order to arrive at the approximate rate of taxation ap- 
plicable to the current fiscal year, it is necessary to make 
certain assumptions in regard to the operating results for 
the remainder of the year and to take into account the 
higher rates of taxation which became effective as from Ist 


July 1942. 
The following is an example of how the calculation would 


be made: 


Example IV 

Profits: 

PRN ES vo ac DEANS Sod seaweed 5506s NSS SER $ 90,000 

Becokd Mall FEAT (OHTMAIC) 2.66. ce ccvcceccaccese 70,000 

EN Se Sakic nc heh sive pcs Sancaee cae newee ene $160,000 

EINE 5 5. kGo.55G Enis ay 5d SONS ARSE SB S.6 45140 e 100,000 

SE NMIEDS | 55nd 6 aNS A Cada web dba eee Uean se eee $ 60,000 

SOCOM TAS AE EI OE BIO O ainsi s isc wcieicesicns dees $ 28,800 


Excess profits taxes: 
A. On 50% of profits or excess profits as the case 


may be— 
The greater of 22% of $80,000 ............ $17,600 
or 
614%% of $30,000 ......... 18,450 
$ 18,450 
B. On 50% of profits or excess profits as the case 
may be— 
The greater of 10% of $80,000 ............ 8,000 
or 
TIS GE SSO 00 «os 660500585 21,000 
21,000 
C. On 50% of profits— 
Ss PL Ue. skied Ss aNaan ees sen vee eave 9,600 
$ 49,050 
Total income and excess profits taxes on profits of $160,000 . 
77,85 


LM oe eb nd deeGneS eke UiWed ess heSSA bees stasis bedw seas 
or an average rate of taxation of 48.65625%. 
Provision for income and excess profits taxes for half year 
ended 30th June 1942 is then 48.65625% of $90,000, or $43,710.62 


Nore: The rate 6144% is the effective rate which gives effect to 
deduction of income tax at 18% and the rate of 70% is the effective 
rate which gives effect to deduction of income tax at 18% and excess 
profits tax at 12%. In practice profits would be allocated to the periods 


on a daily basis. 
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Some may consider the above an acceptable method 
when profits for the remainder of the year are anticipated 
but would hesitate to reduce the profits for the first half 
year by anticipated losses and would prefer in such cases 
to calculate the taxes on the assumption that the profits for 
the year would be at least as great as the profits for the 
half year. 


ECONOMIC NOTES 
Canadian Wheat Policy 


Editor’s Note: This is one in a series of articles on current 
economic subjects by Professor W. J. Waines, M.A., and Professor 
W. H. Poole, M.A., of the University of Manitoba. 


A FEW days ago the Dominion Bureau of Statistics 
estimated the Canadian wheat yield for 1942 at 615 
million bushels, 587 million bushels in the Prairie Provinces 
alone. This unprecedented yield calls attention again to 
the “wheat problem” in Western Canada. The approximate 
situation during the crop year 1942-43 is suggested by the 
following statistical picture. At the end of the last crop 
year, 3lst July 1942, the carryover is estimated to be about 
424 million bushels, making an estimated total supply of 
1,039 million bushels. A liberal estimate might place the 
quantities of Canadian wheat required during 1942-43 for 
human consumption, feed, seed and export at 330-350 mil- 
lion bushels. Assuming a continuation of the present rate 
of disappearance, it appears that at the end of the present 
crop year there will be approximately two years’ require- 
ments still on hand. When it is remembered that storage 
capacity in Canada is about 600 million bushels, the reasons 
for limitation of wheat deliveries are obvious. 

This statistical position is given in order to emphasize 
certain important economic aspects of the wheat problem. 
The importance of the availability of export markets to 
Canadian agriculture is obvious. In fact, it can be said 
that the only alternative to free access to the world’s 
market in the post-war period is permanent government 
subsidization of Western agriculture. In this note it is 
assumed that, at least temporarily, there is no alternative 
to government subsidization. 
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It is obvious also that the Canadian “wheat problem” 
is a Western Canadian “wheat problem.” This follows not 
merely from the fact that the bulk of the wheat crop is 
produced in the Prairie Provinces, but also from the fact 
that the resources of this region are highly specialized in 
the production of wheat. Probably 50 per cent of the farm 
cash income in the Prairie Provinces is derived from the 
sale of wheat. This, however, does not tell the whole story 
because, for the Province of Saskatchewan alone, the figure 
is in the neighbourhood of 70 per cent, and in certain areas 
of Saskatchewan, notably the semi-arid region, the per- 
centage is even higher. At best the sources of farm in- 
come alternative to wheat are few and at worst they are 
nil. 

Wheat policy must take into account limited markets on 
the one hand, and on the other the importance of wheat 
as a source of income to Prairie farmers. It should also 
take into account the necessity of establishing a stable 
and self-dependent agricultural industry, if that is pos- 
sible. Wheat policy during the last and the current crop 
years has been directed toward a reduction of acreage and 
the maintenance of farm income. Wheat acreage has been 
reduced in the Prairie Provinces from 27.7 million acres 
in 1940 to about 20.5 million acres in 1942. However, 
wheat policy up to this time has not taken account of the 
different degrees of specialization of resources in various 
areas in the region. It has been pointed out above that 
there are certain areas which have few or no alternative 
occupations available in view of the character of the climate 
and soils. It is in these areas that wheat acreage should 
be reduced least, with the exception of certain sub-marginal 
areas where wheat yields are so unreliable that stable wheat 
farming is impossible. In those areas where there are al- 
ternative occupations to wheat growing, acreage reduction 
should be greatest and encouragement should be given to 
raising coarse grains and livestock. 

The total acreage which should be more or less contin- 
uously in wheat in Western Canada depends mainly upon 
the quantities which can be disposed of abroad. With a 
given export market the main problem of wheat acreage 
adjustment is to encourage wheat growing in one-crop areas 
and discourage it where other products can be profitably 
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raised. The specialized wheat areas are found in the semi- 
arid regions which lie in the southern part of the prairie 
provinces, mainly in Saskatchewan. The sub-humid areas 
which form a semi-circle around the semi-arid, are much 
better suited to the production of livestock, coarse grains 
and dairy products. The semi-arid area corresponds rough- 
ly to the brown soil zone and the sub-humid to that of the 
black and grey soils. This jolicy of acreage adjustment 
implies a deliberate differentiation in treatment as between 
the farmer of the semi-arid region and those of the sub- 
humid region. It would involve placing a premium on 
wheat growing as compared with other occupations in semi- 
arid areas and a premium on the alternative occupations 
in the sub-humid areas. The premium in the latter case 
could probably most easily take the form of subsidies on 
' acreages devoted to uses other than wheat-growing, which 
would in effect buy farmers out of wheat production in 
certain areas. Admittedly such a programme presents poli- 
tical and administrative difficulties, and implies the pos- 
session of detailed information concerning the productive 
capacities of different areas. Such information is becoming 
available and should be put to use in framing the policy. 

Agricultural policy could also be broadened to provide 
for wheat reserves within the limits of storage capacity. 
Such reserves could be used to stabilize farm income from 
year to year and in some measure compensate for the 
climatic variation of the region. Great variation in yield 
is one of the main hazards of wheat growing in Western 
Canada and the subsidization policy should be sufficiently 
flexible that, taken together with the wheat reserves, farm 
income would be relatively more stable from year to year 
than it has been in the past. 

W. J. WAINES. 


Winnipeg, 
17th September 1942. 
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Report of Annual Meeting 

The fortieth annual meeting of The Dominion Associa- 
tion of Chartered Accountants was held in the Palliser 
Hotel, Calgary, Alberta, on 17th to 19th August last. Rep- 
resentatives were present from the Institutes of Alberta, 
British Columbia, Manitoba, Nova Scotia, Ontario, Quebec 
and Saskatchewan. M. C. McCannel, F.C.A., President of 
the Association, presided at the sessions of the council on 
Monday afternoon and Tuesday morning and at the general 
meeting of members on Wednesday. The Executive Com- 
mittee met on Monday morning, and the Committee on Edu- 
cation and Examinations, under the chairmanship of W. G. 
H. Jephcott, F.C.A., on Monday evening. 

The profession of the chartered accountant is playing 
an important part in Canada’s war effort. The address of 
the President, published this month, gives a comprehensive 
summary of the activities of the Association for the year 
and will prove of interest to every member. 

The annual reports of the Provincial Institutes, received 
by the Dominion Secretary following 3lst May, the year- 
end date, had been printed and sent to all members of coun- 
cil in advance of the meeting. A summary prepared by 
him showed that the total membership of the Institutes on 
38lst May was 2,617 as against 2,467 at the same date a year 
ago. As some members are registered in more than one 
Institute the actual membership at that time was 2,489. 
The corresponding figure a year ago was 2,343. 

From the reports of the Institutes it was evident that 
the providing of adequate facilities for the training of com- 
ing members of the profession continues to be a matter of 
primary importance with the Councils of all the Institutes. 
Compulsory courses of instruction have now been arranged 
in every province and books and other references on ac- 
counting, auditing, taxation and related subjects are being 
added to the Institute libraries. The uniform examina- 
tion system is functioning successfully and has been the 
means of saving much of the time, work and worry formerly 
experienced by the Institutes in setting individual institute 
examinations. 

Dr. F. Cyril James, Chairman of the Dominion Govern- 
ment’s Committee on Post-War Reconstruction Policies gave 
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an outstanding address at the luncheon at noon on Wednes- 
day. Invitations to this luncheon had been sent to the mem- 
bers of local service clubs and organizations, and in conse- 
quence the dining hall of the Palliser Hotel was filled to ca- 
pacity. The address which was broadcast over the Calgary 
radio station is published in this issue. 


The Institute of Chartered Accountants of Alberta was 
host to the profession this year. Fred A. Smith and his 
local committee on arrangements carried out their part of 
the annual meeting program in an admirable manner and 
won the hearty thanks of all. As one member expressed it, 
“From the moment we arrived until the meeting was over, 
‘Freddie’ and his lads saw to it that in the time free from 
meetings we had every comfort and entertainment pos- 
sible.” 


In the annual golf tournament held on Wednesday after- 
noon to decide the holders of the Dominion Association 
Challenge Cup for 1942-43, the members of the Alberta In- 
stitute won against the players from all the other Provin- 
cial Institutes. 

At the meeting of Council held on 19th August the fol- 
lowing were elected the officers of the Association for the 
year 1942-43: President, Kris A. Mapp, F.C.A., Toronto; 
Vice-Presidents, Frederick Johnson, C.A., Winnipeg and T. 
Harold Johnson, C.A., Halifax; Immediate Past President, 
Malcolm C. McCannel, F.C.A., Edmonton; Chairman, Fin- 
ance Committee, F. C. Hurst, F.C.A., Toronto; Chairman, 
Legislation Committee, C. F. Elderkin, C.A., Montreal; addi- 
tional Member of Executive Committee, G. G. Patrick, C.A., 
Saskatoon, and Secretary-Treasurer, A. H. Carr, C.A., 
Toronto. 


Index Figures of Living Costs 


The cost-of-living index of the Dominion Bureau of 
Statistics declined from 117.9 on 2nd July to 117.7 on 1st 
August 1942. (Previous reference—page 220 of September 
issue. Readers will please note that the memorandum on 
Cost-of-Living Bonus referred to on that page should have 
read “page 213 of the current issue.’’) 
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Examinations of Provincial Institutes 
The Board of Examiners-in-Chief gives notice that the 
regular examinations for 1942 of the Provincial Institutes 
of Chartered Accountants will be written during the week 
of 30th November to 5th December according to the follow- 
ing timetable. The morning sessions will be from 9 a.m. 
to 1 p.m., and the afternoon sessions from 2 to 6 o’clock. 


MORNING SESSION AFTERNOON SESSION 
Monday, 30th November 
Final Auditing I Intermediate Auditing I 
Tuesday, 1st December 
Final Auditing II Intermediate Auditing I 
Wednesday, 2nd December 
Final Accounting I— Intermediate Accounting I 
Accounting, including business 
investigations 
Thursday, 3rd December 
Final Accounting II— Intermediate Accounting II 


Accounting, including costs, 
budgetary control and sys- 
tematizing 
Friday, 4th December 
Final Accounting IIJ— 
Accounting including consol- 
idations, executorships and 
trusteeships 
Saturday, 5th December 
Final Accounting [V— 
Accounting, General. 


Refundable Portion of Excess Profits Tax 

Inquiries have been received by the Dominion Associa- 
tion from its members regarding the treatment in the bal- 
ance sheet of corporations of the refundable portion of the 
excess profits tax as provided for in section 18 of The Excess 
Profits Tax Act. 

As some uniformity in treatment is desirable, the mat- 
ter is now being considered by the Committee on Account- 
ing Research, and it is expected that further reference to 
the subject will be made in our November issue. 

It may be added that the Foreign Exchange Control 
Board recently advised that class of companies “making ap- 
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plication to pay dividends or profits where any portion 
thereof is receivable by a non-resident, other than a resident 
of the sterling area” that the refundable portion of the ex- 
cess profits tax “will not be regarded by the Board as cur- 
rent income available for distribution.” 


War Risk Insurance Act 

Under The War Risk Insurance Act, 1942, passed at the 
session of Parliament which closed lst August, the Do- 
minion government has set up a plan of war risk insurance 
against damage to property caused by enemy action. The 
term “person” in the Act “includes any body corporate and 
politic and any association or other body and its successors 
and the heirs, executors, administrators and curators or 
other legal representatives of such person... .” 

Section 30 of the Act reads: “The premium payable with 
respect to any contract of insurance shall, for the purposes 
of the Income War Tax Act and The Excess Profits Tax Act, 
1940, be deductible as an expense of carrying on the busi- 
ness if the property insured under such contract of insur- 
ance is used in connection with and required for the purpose 
of the trade, business, or calling of the insured, but such 
deduction shall only be allowed to the extent that the total 
taxes payable by the insured under the said Acts are there- 
by diminished by forty per centum of the said premium.” 

Sections 8 and 9 provide a certain limited free compen- 
sation for damage by enemy action to owner-occupied homes 
up to $3,000 and damage to householders’ chattels up to 
$800. No policies are needed in this classification but in- 
surance additional to the above may be purchased. Infor- 
mation is available from fire insurance agents or companies 
acting for the government. 


Monthly Instalment Payment of Tax by Corporations 
Since the issuance of the notice to incorporated com- 
panies on the monthly instalment payment of taxes as an- 
nounced at page 128 of our August issue, the 1942 amend- 
ments of the Income War Tax Act assented to Ist August 
have provided in section 48 (4) of the Act that these in- 
stalments shall be: 
(a) during the first eight months in such period, an 
amount equal to one-twelfth of such tax as estim- 
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ated by it on its income for the year last preceding 
the taxation year or on its estimated income for the 
taxation year at the rate for the taxation year; 
(b) during the last four months in such period, one- 

fourth of the amount by which the tax payable as 
estimated by it on its income for the taxation year 
at the rate for the taxation year, exceeds the aggre- 
gate of 

(i) the amounts paid under paragraph (a) of 
this subsection, and 

(ii) the amounts deducted during the taxation 
year under subsection one of section ninety-two of 
this Act from interest or dividends forming part of 
its income. 


Information About Income and Excess Profits Tax 


The Income Tax Division, Ottawa, has prepared a bro- 
chure “Your 1942 Income Tax,” copies of which are avail- 
able at the offices of the Inspectors of Income Tax through- 
out Canada. 

“Form T7-B Individuals” is available from local In- 
spectors. This is a combined form which provides for the 
remittance by those individuals who have to make quarterly 
instalment payments and contains the basis of the estimate 
of the tax payable. 

“Form E.P.T. 7-B” for the remittance of instalments 
of excess profits tax by businesses not incorporated may 
be obtained from the local Inspector. These instalments 
are payable quarterly commencing 15th October. 


Unemployment Insurance Fund 


According to The Labour Gazette (Ottawa) the balance 
at the credit of Canada’s Unemployment Insurance Fund 
on 31st May last was $54,488,668. This is the situation 
after eleven months’ operation, collection of contributions 
having started on Ist July 1941. Total contributions from 
employer and employee made in respect of the period ending 
30th May were $45,152,771. The Government’s contribu- 
tion, which is one-fifth of the total employer-employee con- 
tributions, amounted to $9,030,554. The fund, by the end 
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of May, had earned interest amounting to $426,840. The 
cumulative total was $54,610,165. 

On the other side of the ledger were total expenditures 
of $121,497 for benefits. While benefit expenditures were 
small in relation to total contributions, it must be remem- 
bered that payment of benefits started only in February 
last. Also, as this is a period of high employment, claims 
for benefits are not numerous. The fund, therefore, is build- 
ing up rapidly. 

As provided in the Unemployment Insurance Act, invest- 
ments of the fund are made only on the authorization of 
an Investment Committee of three members. This com- 
mittee is headed by the Governor of the Bank of Canada 
and on it are the Deputy Minister of Finance and the Dep- 
uty Minister of Labour. The Bank of Canada are the 
statutory fiscal agents for the Commission. 


Some Thoughts of an Auditor while on Active Service 
Overseas 

Editor’s Note: The following “drawn up whilst passing a little 
time between guard stretches” has been sent in by one of our mem- 
bers, Pte. R. R. Marchant, Black Watch Company, Canadian Army 
Overseas. His letter contained the observation: “Tossing around a 
Lee Enfield with a bayonet on the end of it is not conducive to clear 
thinking in accounting terms.” 


Draft Skeleton Report 11th May 1942 

Acting on instructions received we have visited the 
Kingdom of Great Britain and beg to report the following 
as of the above date: 

Cash in Hand—It would appear that this commodity is 
unlimited—see contemporary reports of British Income 
Tax Returns and results of Warship Weeks in various cities 
and towns (copy verbatim). 

Accounts Receivable—In our opinion this consists largely 
of an uncollectible item (unclassifiable) due by that portion 
of the globe still free from tyranny (The author of this 
report also owes $12.00). 


Inventories— 
Air Force—“The winnah and noo champion!” (Joe Hum- 


phries) 
Navy—l’m here—ain’t I? 
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Army—Shh! 
Civilian population—Inexhaustible, imperturbable, indom- 
itable! 

Fixed Assets—It would appear that manufacturing plant 
and equipment have been maintained in a proper state of 
operating efficiency during the period and production has 
been increased sufficiently to alarm the principal creditor 
(a bloke referred to locally as “He” or “Him’’). 

Certain ancient homes of venerable institutions have 
been destroyed, but the institutions are thriving in new 
and possibly more sanitary quarters. 

Accounts Payable—Consists chiefly of an item due to 
“That Wicked Man” and his gang of assassins. This item 
is in a process of being liquidated, the creditor receiving 
payment in kind which equals, or, in our opinion exceeds, 
his expectations. 

Capital Stock— 

Paid up—All you had. 
Subscribed—All you'll get. 


Table of Exchange Rates 


(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
Sist August 15th September 


1942 1942 

ee 10-11% P. 10-11% P. 
PE tipebipiad hic asus 443-447 443-447 
Australian Pounds .......... 35814 35816 
New Zealand Pounds ......... 360 360 
South African Pounds ........ 443 443 
British West Indies—Dollars . 9270 9270 
India—Rupees .............. 3356 3356 
Hong Kong—Dollars ‘wsiedian =. 2781 2781 
Straits Settlements— ; 

NN sc cyecckusws = 42 «ae 5226 
Sweden—Kronor ............ 2637 2637 
Switzerland—Francs ........ 2569 2569 


Note: The above currencies are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Kmpire—Canadian cents per 100 units. 
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LEGAL DECISIONS 


[Editor’s Note:—The following are brief summaries of recent 
decisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. In 
each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the 
decisions given may not in every case be final.] 


Bankruptcy—Priorities for fees and disbursements 


(re Jenny Lind Candy Shops Ltd., Ex Parte Premier Trust Co.) 
Ontario High Court 


A trustee in bankruptcy has a lien on the estate for his 
disbursements, subject to the rights of prior secured credi- 
tors, but none for his remuneration if the creditors have 
fixed his remuneration. Thus where the creditors remove 
a trustee and appoint a new trustee, the first trustee is 
entitled to priority over the new trustee for his disburse- 
ments, whether or not these fall within the description of 
“advances” under s. 51(1) of the Bankruptcy Act, but where 
the creditors have provided that the trustees shall be re- 
munerated in certain proportions out of the available funds 
after payment of their disbursements, the new trustee is 
entitled to his disbursements before any remuneration is 
paid, and the remuneration is then payable to the two 
trustees in the proportions fixed by the creditors.—[1942] 
3 D.L.R. 253. 


PROVINCIAL NEWS 


ONTARIO 
In the list of casualties arising out of the raid on Dieppe 
and released 16th September, there appeared among those 
listed as missing the names of Major James D. Green, Wind- 
sor, Ontario, and Capt. Anthony C. Hill, Toronto, both mem- 
bers of the Ontario Institute. 


QUEBEC 
Following the usual custom, the August meeting of the 
Council of The Society of Chartered Accountants of the 
Province of Quebec was held at the Boischatel Golf Club, 
Quebec City. The business of the meeting, which was un- 
usually heavy, was transacted during the morning. New 
rules relating to examinations and rules of professional 
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conduct, under the provisions of the new by-laws, which 
have now received the approval of the Lieutenant-Governor- 
in-Council, were adopted, and two Quebec students, Marc 
Angers and L. E. Presseault, who passed the final examina- 
tion held in June at L’Ecole des Hautes Etudes Commer- 
ciales de Montreal, were formally admitted to membership. 
They were addressed in serious vein on the responsibilities 
of the profession by the President, Mr. Smibert, and were 
presented with their certificates at a delightful luncheon 
held after the meeting. In the afternoon, the members of 
Council played the Quebec members for the Quebec Chart- 
ered Accountants’ Golf Cup, which was captured last year 
by Rosaire Courtois, Secretary of the Quebec City Commit- 
tee, but Harry Hayes, Second Vice-President of the Quebec 
Society, upheld the honour of the Council by winning it 
back. The Quebec members, headed by Emile Beauvais, 
President of the Quebec City Committee, excelled them- 
selves in their welcome, and the Council spent a very enjoy- 
able day in Old Quebec. 

Following is Mr. Smibert’s address: 

“Today we are called upon to receive into membership 
the recently successful candidates and for the next few min- 
utes it is my purpose to address myself particularly to 
them. 

“Tt is customary for the President on behalf of the Coun- 
cil to offer some words of wisdom and advice in the hope 
that as the years roll by you may profit to the extent that 
you listen and learn. 

“We want you always to remember that the Society is 
no better than its members and that is where your respon- 
sibilities commence. First, you will have your own respon- 
sibilities which will certainly increase as you develop the 
practice of your profession. At times you will find the 
road easy; indeed we sincerely hope that most of the road 
will be easy and full of encouragement but at other times 
you will find the going harder especially when the problems 
become more complex. It has been my pleasure and privi- 
lege for more than twenty years to attend the reception of 
new members and on every occasion without exception, the 
principle stressed most of all has been that of ‘Integrity.’ 

“Now what does integrity mean? It means soundness, 
uprightness, honesty. Our whole civilization is built upon 
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it and to you as professional men is issued the challenge to 
set the example. 

“A time may come in your professional career when you 
may be tempted to shut your eyes as a matter of expediency 
or even be asked to sign a statement which you know to 
be contrary to your better judgment, and it is then you 
will be faced with the real test. Resist all such temptation 
with all the power you possess and you will find you are the 
better armed to resist ever after. 

“We mentioned ‘soundness.’ Be sure you know what 
you are doing. Now that your examinations are over you 
may incline to the belief that you know it all, that there is 
nothing more to learn. That is where, in our judgment, 
you will make your first mistake for just so long as you 
remain in the profession so will you remain a student. Keep 
in touch with your colleagues, do not hesitate to seek their 
opinions and advice and try to benefit by their experience— 
in so doing you will be well repaid. 

“TI referred to ‘uprightness.’ Perhaps I may best illus- 
trate the meaning of that term by quoting the words of 


Shakespeare in his famous play of Hamlet where Polonius 
as Lord Chamberlain to the King of Denmark in addressing 
his son used these words: 


To thine own self be true, 
And it must follow, as the night, the day, 
Thou cans’t not then be false to any man. 

“One of the first things we would ask you to do after 
you receive your certificate of membership is to read over 
and study well the rules of professional conduct which you 
will find in the Year Book. Don’t confine your attention 
to the rules of this Society only but read those of the other 
Societies also, not once but periodically for they contain 
principles you must rigidly observe. We are astonished at 
times to find that many of our younger members have never 
even looked at them. Don’t let that be said of you. 

“You are about to start your professional career under 
certain very great handicaps but also at a time of exception- 
al opportunity—a time when the demand for the chartered 
accountant exceeds by far the supply, due in large measure 
to war conditions, but be assured that that demand is like- 
ly to continue after the war when times are normal again. 
Many of you, no doubt, will leave the profession to assist 
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in industry in various capacities ; if you do, try to retain and 
uphold the principles upon which your profession is founded. 
This country is young, it has opportunities for the young, 
and Canada calls upon you as professional men to lend your 
aid in its development. 

“Gentlemen, may I repeat, you are on the very thresh- 
hold of your responsibilities ; the spirit which inspired your 
predecessors is your heritage and we know it is in safe 
hands.” 


At a luncheon given 9th September by the Society of 
Chartered Accountants of the Province of Quebec in their 
honour, the following were presented with their diplomas 
and admitted to membership in the Society: Jean Armand, 
Joseph Bessette, William Crompton, Jean-Paul Gregoire, 
Samuel W. Koch, Robert E. Lewis, Henry Lonn, Barthelemy 
Masse, Saul D. Portner, Rene Roland Pouliot, Gerald Ran- 
dolph, Howard W. A. Robinson, Arthur D. Ruby, J. L. Shat- 
sky, Mitchell Steine, Armand Vezina. War Memorial Prizes 
were presented to Bernard Roll and Gerald Randolph who 
obtained first and second highest marks amongst Quebec 
students in the Dominion Uniform Final Examinations held 
at McGill University. 

The new members, who passed the Final examination in 
June last to qualify them as chartered accountants, were 
presented with their diplomas by C. F. Elderkin, the First 
Vice-President of the Society. 

Also admitted to membership at this meeting were the 
following qualified members of other Societies of Chartered 
Accountants, who have transferred their membership under 
the reciprocal arrangements existing between the various 
Provincial, English and Scotch Societies: William Martin 
Anderson, Alfred Edward Balcombe, Cecil Alfred Ellis, A. 
Willard Hamilton, Percy Grey Larter, Harold Houston Love, 
J. W. F. Neill, James Albert Mason Price, John Russell 
Steinhoff, Gerald Percy Strickland, Charles David Tweedie. 

In addition to the new members, the meeting was at- 
tended by the Advisory Board of Past Presidents, members 
of the Council of the Society and the Executive Committee 
of the Students’ Society. C. F. Elderkin, Vice-President of 
the Society, acted as Chairman. 
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The proceedings at the luncheon were also featured by 
the presentation of wedding gifts to Lt.-Col. P. F. Seymour, 
Secretary of the Society, who was married recently. The 
Council presented him with a tray engraved with the names 
of the Council members. The Students’ Society also pre- 
sented a gift. 


PERSONALS 


Messrs. Glendinning, Gray and Roberts, chartered ac- 
countants, announce that the following executive members 
of their organization have been admitted to the firm as part- 
ners: Brantford office, L. H. Digby; Toronto office, W. F. 
MacLennan and T.. Simpson; Winnipeg office, G. M. Horne. 


Messrs. Deloitte, Plender, Haskins & Sells have pleasure 
in announcing the admission to partnership of E. Gordon 
Gower, chartered accountant, who has been a senior mem- 
ber of the staff of their Toronto office for many years. 


BOOK REVIEW 


ACCOUNTING PRINCIPLES AND PRACTICE 
By R. G. H. Smails and C. E. Walker 


(Published by The Ryerson Press, Toronto, 5th Edition Revised, 1942, 
cloth, 410 pp. $4.50) 


This work, the fifth edition of one prepared fifteen years ago, 
deserves to retain the assured position among students of accountancy 
which the earlier editions attained. 

Considerable portions of the earlier text have been rewritten, and 
carefully selected practice problems have been introduced for use with 
each chapter of the text. 

Bookkeeping methods and the accounting principles involved there- 
in are presented in an intelligible and interesting manner. 

The presentation of the material is clear and concise and the ar- 
rangement is logical. The principles of accountancy are applied to 
partnership, branch and agency accounts, limited companies, foreign 
exchange, etc., and the descriptions and procedure are liberally sup- 
ported by examples. 

The book is essentially practical, and from its clearly exp essed 
information and many illustrations the student who conscient ously 
works out the selected problems should be able to secure a sound foun- 
dation for more advanced studies in the field of accountancy. 


September 1942 JAMES R. HENDRY. 
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The Late Richard A. Wyatt-Jones 

The Society of Chartered Accountants of the 
Province of Quebec records with deep regret the 
death of Richard A. Wyatt-Jones under very sad 
circumstances. Mr. Wyatt-Jones collapsed and died 
suddenly Friday, 28th August 1942, on the eve of his 
departure for British Guiana, having been ordered 
by his physician to a warmer climate on account of 
the state of his health. Having secured a position 
in Georgetown, he had been endeavouring for 
months to obtain transportation, and was to have 
left by plane on the day of his death. 

Born in Yorkshire, England, thirty-three years 
ago, Mr. Wyatt-Jones was a graduate of Cambridge 
University and a member of the Society of Incor- 
porated Accountants and Auditors. On arrival in 
Canada he associated himself with P. S. Ross & 
Sons and joined the Quebec Society, and in 1935 en- 
tered the employ of Clark, Fruitier & Co. Well 
known in local cricket and dramatic circles he gained 
a creditable reputation in both spheres. 

He is survived by his wife and daughter, and his 
parents who live in London, England, to whom sin- 
cere sympathy is extended. 


The Late Arthur William Adams 

The Institute of Chartered Accountants of On- 
tario regrets to announce the death of Arthur 
William Adams, at Toronto on 7th September 1942. 

The late Mr. Adams was admitted to membership 
in the Institute on 29th June 1908, after passing the 
Final examination. For a number of years, and at 
the time of his death, he was secretary-treasurer of 
the Brazilian Traction Light and Power Company 
Limited. 

To his widow and daughter and his two sons who 
are both on active service the Institute offers sincere 
sympathy. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


A useful book recently published is “An Introduction to 
Business,” by Melvin Anshen' who is associate professor 
of marketing at Indiana University. Designed to provide 
a background for the syllabus of a typical university com- 
merce course it will serve equally well as a guide to anyone 
who is sufficiently curious and sufficiently interested in the 
world about him to want to know the relation of his own 
activity to the myriad other activities which constitute what 
is called business. In his treatment of the relationship be- 
tween business and society (with which he begins his 
study) the author ventures to discuss the thorny but 
critical problem of the responsibilities of business manage- 
ment. He proceeds to describe and illustrate the use of the 
tools of business management and we read with particular 
interest what he has to say about our own tool of account- 
ing. Commendably he emphasizes the distinction between 
“the exact and rather mechanical routines of accounting 
(usually described as bookkeeping) and those problems 
which call for the exercise of judgment,” so it is a little 
disappointing to read further on that “The enterprise may 
own real estate, automobiles, or other physical property 
used in its business affairs. The accounting system records 
these facts, and attempts to appraise their current value, giv- 
ing due consideration to the using up in production of part 
of the initial value of the properties.” (The italics are our 
own). But it would be unjust to pillory for this one lapse 
a summary exposition of the art of accounting which other- 
wise is excellent. 

The body of the book is devoted to a description of the 
organization and institutions of the three business functions 
of production, marketing and finance, and it is here that the 
author demonstrates most convincingly what a large 
amount of information can be conveyed in a small space if 
the writer will only stick to his subject and write in simple 
English. There follows a short but valuable discussion of 





1M. Anshen, An Introduction to Business (Macmillan, 1942, $4.00). 
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monopoly, competition and price, and finally a discussion, 
of much topical interest, of the relationships between busi- 
ness and government. 


* * * 


Some students in dealing with partnership accounts fail 
to realize that the arrangements made by the partners for 
the allowance of interest on capital and drawings and part- 
ners’ salaries do not affect the aggregate amount of profit 
or loss divided amongst the partners but only the ratio in 
which that profit or loss is divided. This sometimes leads 
to the mistaken idea that if the books show an operating 
loss it is not possible to allow, say, for partners’ salaries. 
But the allowance of partners’ salaries amounting, for ex- 
ample, to $3,000 when an operating loss of $4,000 has been 
suffered does not increase the amount of the loss which has 
to be borne by the partners collectively ; it merely changes 
the proportions in which the partners bear the $4,000 loss. 
Suppose the partners in this situation are A and B and that 
they have merely agreed to share profits and losses equally. 
Then each will bear $2,000 of this loss. Now suppose that 
they have agreed in addition to sharing profits.and losses 
equally that B shall be entitled to a salary of $3,000. A will 
now bear $500 of the loss, i.e., 4,000 t 3,000 __ 3000 while 


B will bear $3,500, i.e., 4,000 . 3,000 _ As before, the com- 
bined debits to the partners’ account total $4,000; and it 
cannot be otherwise. 


* * * 


STUDENTS’ ASSOCIATION NOTES 


The Late Stuart William Jamieson 


The Institute of Chartered Accountants of Ontario re- 
grets to announce the death, while on active service in the 
Far East, of F/O Stuart William Jamieson, a student of the 
Institute in his 25th year. 

“Stu” Jamieson was in the third-year course of instruc- 
tion and employed in his father’s firm, Messrs. H. T. Jamie- 
son & Company when he enlisted in the Royal Canadian Air 
Force in June 1940. He had shown ability in his studies 
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and had taken an active interest in student activities, hav- 
ing been a popular member of the Student Association 
Executive for two years prior to his enlistment. He was 
also an outstanding sport enthusiast and belonged to the 
Badminton and Racquet Club, the Zeta Psi Fraternity and 
St. Paul’s Anglican Church. 

After completing his training in the Air Force in Cana- 
da, “Stu” was posted to a Fighter Squadron in the South 
of England where he was stationed for six months. When 
a call came for men to enlist for service in the Far East, 
“Stu” responded and was stationed at Kalutara in Ceylon 
for six months prior to his death on Ist July. A letter re- 
ceived from the Controller of the A.R.P. in Kalutara said, 
“We are all deeply conscious of the fact that the Flying 
Officer lost his life in an attempt to be of service to us of 
the A.R.P. and also of service to the people of this country.” 

To his parents and two sisters, one of whom is married 
to Mr. W. L. Hogg a member of the Institute, the profession 
offers sincere sympathy. 





PROVINCE OF QUEBEC 


The Quebec Students’ Society is pleased to report that 
word has now been received by the parents of Sgt. Observer 
Harry Shrybman (previously reported missing), that he is 
a prisoner of war. Harry is a veteran of the “touch and 
go” pounding of Augsburg and he and his buddies piloted 
big Lancaster bombers to Essen. He also took part in the 
blasting of Cologne. Good work, Harry! 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising mem- 
bers of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1941 


Accounting II, Question 2 (20 marks) 
A manufacturing company makes up its accounts 3lst December 
1940 for the year. The following are the debits to the profit and loss 
account: 
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Raw material on hand ist January 1940 ............ $12,500 
Finished units on hand list January 1940 

NURI OU odors gale oe WS etais we ctor scelticieioonsiale s 48,000 
Purchases of material during year ................. 62,500 
De CINE ok eGo occ awcs eae avesien ue ses 82,500 


Manufacturing expenses: coal, repairs, paint, super- 
intendents’ salaries, unproductive labour and 


INE DEON COO oc eka ce wcwdisetaceccess 23,000 
IE RNIN 6 69-3 ar 4 wie Seria esas scam arses: 90,000 
Branch expenses: rent, salaries and miscellaneous .. 40,000 
Selling expenses: travellers’ expenses and salaries, 

RI ND III oa 9 5a wc okra #9. 615. winse lens ereeia's 30,000 
Be Me, WIE oa ofa 5.5 5 seb sw rere 515 @ wii woes ied eire 8,000 
Depreciation on machinery and plant ............... 5,500 


The sales for the year 1940 were 6,000 units, yielding $540,000, 
‘ the raw materials on hand 3lst December 1940, taken at cost, were 
$4,000 and the finished units in stock ready for sale numbered 800. 


Required: 

Prepare statements from the above showing: 
(a) Number of units manufactured 
(b) The cost per unit 


(c) The gross manufacturing profit 


(d) The final net result, including in the profit and loss ac- 
count the stock of finished units on hand 31st December 
1940 at their cost as shown by the accounts. 


SOLUTION 


(a) Calculation of the number of units manufactured in the year 
ending 31st December 1940, 


Item Number of Units 
PS pos a Lawes Se G A Whe ee a w Awana Re aaes 6,000 
Add: Inventory, 31st December 1940 ................ 800 
6,800 
Deduct: Inventory, Ist January 1940 ................ 1,600 
Manufactured during the year .......... 5,200 


(b) Calculation of the cost per unit manufactured in the year ending 
3lst December 1940. 


Raw materials 





Inventory, Ist January 1940 ................ $ 12,500 
Purchases during the year .................. 62,500 
75,000 
Deduct: Inventory, 31st December 1940 ...... 4,000 $ 71,000 
MOC MINED 6.55. dois oda diec daa bd bw sa S sd Sasedeiecre 82,500 
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Production expenses 
Sundry manufacturing expenses 
Depreciation of machinery and plant 5,500 28,500 


Cost of manufacturing 5,200 units $182,000 


Cost of manufacturing one unit 3 35 


(c) and (d) 
A MANUFACTURING COMPANY 


Statement of Profit and Loss 
for the year ending 3lst December 1940 
Number of 
Amount Units 
$540,000 6,000 


Cost of sales 


Inventory of finished units Ist January 1940 48,000 1,600 
Cost of units manufactured during the year 182,000 5,200 
230,000 6,800 
Deduct: Inventory of finished units, 
3lst December 1940 28,000 


$202,000 


Gross profit $338,000 


Trading expenses 
Agents’ commissions 


Branch expenses (rent, salaries and 
miscellaneous) 


Selling expenses (travellers’ expenses and 
salaries, discounts and rebates) 


Bad debts written off 
$168,000 
Net operating profit for the year $170,000 


PROBLEM II 
INTERMEDIATE EXAMINATION, DECEMBER 1941 
Accounting II, Question 3 (30 marks) 


The comparative balance sheet of Industrial Corporation Limited 
as at 3lst December 1939 and 1940 is given as follows: 


3lst December 
1939 1940 
Assets 
Real estate, buildings, plant and equipment ... $3,000,000 $4,500,000 
Delivery equipment 125,000 140,000 
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62,000 515,000 
Accounts receivable 400,000 525,000 
Inventories 725,000 840,000 
Deferred charges, insurance, etc. .............. 15,000 20,000 


$4,327,000 $6,540,000 


Liabilities 
Accounts payable $ 125,000 $ 275,000 
Notes payable 250,000 800,000 
Accrued wages 2,000 4,000 
Capital stock 3,500,000 3,500,000 
Surplus 450,000 1,961,000 


$4,327,000 $6,540,000 


An analysis of the cash receipts and disbursements for the year 

shows the following: 

Accounts receivable 

CR BARGES 6 vie sesiicwcscs Be Ok witacees aes : 

Notes payable discounted 

Customers’ notes discounted 

Delivery equipment purchased 

Notes payable redeemed 600,000 

Dividends paid 700,000 

General expenses 35,000 

Officers’ salaries , . 40,000 

Wages 20,000 

er 41,500 

Merchandise creditors 3,585,500 


Required: 

From the above information you are required to prepare the profit 
and loss account and an analysis of surplus account for the year 
ended 31st December 1940. Detail of all computations must be shown. 


SOLUTION 
INDUSTRIAL CORPORATION LIMITED 


STATEMENT OF PROFIT AND LOSS 
For the year ended 31st December 1940 


$4,575,000 
Cost of sales 
Inventory, 1st January $ 725,000 
Purchases during the year 3,845,500 


4,570,500 
Less: Inventory, 3lst December 840,000 


3,730,500 


Gross profit on sales 844,500 
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Expenses 


General expenses 
Officers’ salaries 
PUEROD: TRNORUNE, GEG. 655 iced seis wccas 


Net profit for the year 


ANALYSIS OF SURPLUS ACCOUNT 
Balance, 1st January 1940 
Add: Net profit for the year to 3lst December 1940 
Real estate, etc. written up during the year 


Deduct: Dividends paid during the year 


Balance, 31st December 1940 


COMPUTATIONS 


Sales 
Customers’ notes discounted 
Accounts receivable paid 
Cash sales 
Accounts receivable at 31st December 


Less: Accounts receivable at Ist January 


Purchases 
Cash paid to creditors 
Notes given for merchandise 
Accounts payable at 31st December 


Less: Accounts payable at 1st January 


Wages 
Cash paid 
Accrued at 3lst December 


Less: Accrued at lst January 


133,500 
711,000 


450,000 
711,000 
1,500,000 


2,661,000 
700,000 


$1,961,000 


$ 135,000 
4,310,000 
5,000 
525,000 


4,975,000 


400,000 


$4,575,000 


3,585,500 
110,000 
275,000 


3,970,500 


125,000 


$3,845,500 


20,000 
4,000 


24,000 


2,000 


$ 22,000 





STUDENTS’ DEPARTMENT 


Insurance, interest, etc. 


Paid in cash 41,500 
Deferred charges, lst January 15,000 


56,500 
Less: Deferred charges, 31st December 20,000 


$ 36,500 


Notes payable 
Notes payable 31st December 800,000 
Notes redeemed 600,000 


1,400,000 
Less: Notes payable discounted 1,040,000 


360,000 
Less: Notes payable 1st January 250,000 


Notes issued other than for cash (i.e., for merchandise) .. 110,000 


Real estate, etc. 
Balance at 31st December 4,500,000 
Balance at 1st January 3,000,000 


Written up during the year $1,500,000 


CASH ACCOUNT 


Balance Ist January ..$ 62,000 Delivery equipment pur- 
Accounts receivable ... 4,310,000 chased 15,000 
Sales—cash 5,000 Notes payable redeemed 600,000 
Notes payable discount- Dividends paid 700,000 
ed 1,040,000 General expenses 35,000 
Customers’ notes i Officers’ salaries 40,000 
counted 135,000 Wages 20,000 
Insurance, interest, etc. 41,500 
Merchandise creditors . 3,585,500 
Balance, 31st December 515,000 


$5,552,000 $5,552,000 


PROBLEM III 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, DECEMBER 1941 


Accounting I, Question 2 (25 marks) 


Your client is considering purchasing the business of Sellrite 
Company Limited and has engaged you to make an investigation of 
their business for the past three years as a result of which you 
have prepared the following financial statements: 
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1938 1939 1940 
Sales—Commodity A $450,000 $412,500 $337,500 


Commodity B 250,000 300,000 362,500 
$700,000 $712,500 $700,000 


Cost of sales—Commodity A $300,000 $275,000 $225,000 
Commodity B 180,000 225,000 290,000 


$480,000 $500,000 $515,000 


Gross profit $220,000 $212,500 $185,000 


Selling expense—Commodity A ... 45,000 42,500 37,500 
Commodity B ... 18,750 25,000 35,000 
Executive salary 10,000 10,000 10,000 


Other expenses 72,250 72,250 72,250 
Depreciation of buildings and equip- 
34,250 34,250 34,250 
$180,250 $184,000 $189,000 
Net profit (or loss) before income 
$ 39,750 $ 28,500 $ 4,000 (loss) 
Provision for income taxes 5,700 


Net profit (or loss) for year $ 31,750 $ 22,800 $ 4,000 (loss) 


BALANCE SHEET 
as at 31st December 1940 


Assets 


Accounts receivable, less reserve for bad 
81,000 


Merchandise on hand 185,000 
30,000 


$273,500 


Building 
Less Reserve for depreciation 


Equipment 
Less Reserve for depreciation 
75,000 
——__ 200,000 


$473,500 

Liabilities 
Accounts payable and accrued charges $100,000 
Capital stock 250,000 
Surplus 123,500 


$473,500 
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You are informed that your client will buy the current assets, 
less liabilities, at the book values and will pay $50,000 for the land, 
$200,000 for the buildings and $150,000 for the equipment. 

Your client expects to save the executive salary paid by the former 
management and expects to reduce other expenses by $5,250 per annum. 


Required: 

Write a letter to your client, referring to the foregoing figures 
and other information, showing what earnings may be expected on 
the basis of the proposed purchase and mentioning any other matters 
which you think may help him in deciding whether or not to buy this 
business on the basis suggested. 


SOLUTION 
Mr. A. Client, 
Anywhere, 
Canada 


Dear Sir, 

In accordance with your instructions I have made an examination 
of the records of Sellrite Company Limited for three years ending 31st 
December 1940 and have prepared therefrom the attached balance sheet 
as at 3lst December 1940, together with a comparative statement of 
profit and loss account for each of the three years ending on that date. 

The following is a statement of the earnings for 1940 adjusted by: 

(1) The saving of executive salary—$10,000 per annum 

(2) The savings you anticipate will be made in other expenses— 

$5,250 per annum 

(3) Decrease in amount of depreciation— 

Annual charge per company’s records $34,250 
Annual charge based on cost of fixed assets to you 20,000 


$14,250 


Commodity A Commodity B 
% to % to 
Item Amount Sales Amount Sales 
$337,500 100 *362,500 100 - 
Cost of sales 225,000 67 290,000 80 
Gross profit $112,500 33 $ 72,500 20 
Selling expense 37,500 35,000 9.6 


$ 75,000 $ 37,500 
75,000 


Net profit after selling expenses $112,500 
Other expenses 67,000 


Net profit before depreciation $ 45,500 
Depreciation on fixed assets 20,000 


Net profit before income taxes $ 25,500 
Provision for income and excess profits tax 6,500 


Net profit $ 19,000 
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I have calculated income and excess profits taxes at 40% of net 
profit, which is the minimum tax at present rates. 
Your capital investment in this company on the basis of the pro- 
posed purchase is as follows: 
(a) Purchase price of net current assets: 
Current assets per balance sheet ..$273,500 
Less: Accounts payable and 
accrued charges 100,000 


$173,500 
(b) Purchase price of fixed assets 400,000 


$573,500 


The profit for the year 1940 before income taxes, therefore repre- 
sents a return of 4.4% and, after taxes, a return of 3.8% on the invest- 
ment. 

I would call to your attention the unfavourable trend indicated 
by the profit and loss statements. Commodity A is a more profitable 
line than Commodity B and in the past three years sales of Commodity 
A have been less in each successive year. Sales of Commodity B 
have increased but not sufficiently to make up the loss on Commodity 
A. The rate of gross profit on Commodity B has been less each suc- 
cessive year. The ratio of selling expenses to sales also shows an 
increase in each year for both commodities. Should this trend con- 
tinue, the savings you anticipate in expenses will be more than offset 
by reduction of profit on sales. The following is a summary of the 
results for 1938, 1939 and 1940: 


Gross PROFITS 


Commodity A Commodity B 
Cost Gross % to Cost Gross % to 
Sales of Sales Profit Sales Sales of Sales Profit Sales 


- $450,000 $300,000 $150,000 33 1/3 $250,000 $180,000 $70,000 28 
412,500 275,000 137,500 33 1/3 300,000 225,000 75,000 25 
337,500 225,000 112,500 33 1/3 362,500 290,000 72,500 20 


Net ProFit AFTER SELLING EXPENSES 


Commodity A Commodity B 
Net Profit Net Profit 
after after 
Selling %to Selling % to Selling %to Selling % to 
Expenses Sales Expenses Sales Expenses Sales Expenses Sales 


$45,000 10 $105,000 23 1/3 $18,750 7% $51,250 20% 
42,500 10 1/3 95,000 23 25,000 8 1/3 50,000 16 2/3 
37,500 1l 75,000 22 1/3 35,000 9 2/3 37,500 10 1/3 


TOTAL NET PROFIT AFTER SELLING EXPENSES 
Net 

Profit after 
Selling % to Selling 

Year Expenses Sales Expenses 
1938 $63,750 9 $156,250 
1939 67,500 916 145,000 
1940 72,500 10 1/3 112,500 


I shall be pleased to give you any further information you may 
require. 
Yours very truly, 
A. B. 
Chartered Accountant. 
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PROBLEM IV 


THE PROVINCIAL INSTITUTES OF CHARTERED 
ACCOUNTANTS 


FINAL EXAMINATION, DECEMBER 1941 


Accounting III, Question 2 (25 marks) 


You are appointed to prepare the accounts at 3lst December 1940 
of the executors of the estate of John Doe who died 30th April 1940. 
His will provided for bequests to the widow of all household goods, 
jewelry, automobile and $5,000 cash. It directed that the residue of 
the estate be divided into ten equal shares and that the executors 
keep the shares invested during the widow’s lifetime and pay the 
net income therefrom on three shares each to the widow and two sons 
and on one share to a daughter. 

The inventory of the estate listed the following assets: Bank 
balance $1,500; residence $55,000 subject to a 6% mortgage of $35,000 
(accrued interest $700); summer home $500; household goods $8,500; 
jewelry $500; automobile $1,000; life insurance $300,000; 500 shares 
A Co. Ltd. $130,000; 5% bonds of A Co. Ltd. $120,000 (accrued in- 
terest five months $2,500); Dominion of Canada 3% bonds $250,000 
(accrued interest four months $2,500); salary and directors’ fees re- 
ceivable $1,500. 

The executors have carried out the property bequests to the widow 
and the following cash transactions: 


Receipts 


April 30 Bank balance 
Salary to date 


May 21 Directors’ fees 
June 1 Interest A Co. Ltd. bonds 
30 Life insurance 300,000 
ale Gf 170 ahares A Co. TAGS ocsccccicsscccawes 51,000 
Interest Dominion of Canada 3% bonds 3,750 
SUV Te OO, TU iia s das cb Uiscee se tea eir 5,000 


Rent of residence six months in advance 1,800 
Interest A Co. Ltd. bonds 3,000 


Interest Dominion of Canada 3% bonds 3,750 
Interest Dominion of Canada 4% bonds 1,000 
MPU a, Fie oo 55h 5's 55 ew sioce x eieieye 6,600 
pale Gr 150 Snares A Co. TAG. oi iiceckcc cieweaciees 54,000 


Payments 
April 30 Dominion income tax 1939 
May 7 1940 taxes on residence 
14 Lawyers on account of services re probate 
20 Sundry accounts payable at date of death 
31 Wages—maintenance residence 


Undertaker 
Surrogate court fees 
Appraisal of assets 


Mortgage interest 
Mortgage principal 
Succession duties 
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Wages—maintenance residence 100 
Bequest to widow 5,000 
Dominion income tax 1940 2,000 
Lawyers—balance services 10,000 
Purchase $50,000 Dominion of Canada 4% bonds 50,000 
Oct. 1 Accountants’ services re probate and succession 
duties 2,000 
31 Mortgage interest 600 
Mortgage principal 1,000 
Purchase $50,000 Dominion of Canada 34%% 
50,000 


Note: The candidate will assume that dividends are income in the 
period received. 


Prepare: 

(1) Statement showing distribution of income to 3lst December 
1940, making provision therein for executors’ fees at the rate of 24%4% 
on income receipts and 24%% on income payments, excluding execu- 
tors’ fees but including cheques issued 5th January 1941 to beneficiaries 
for shares of income. 

(2) Executors’ accounts for submission to court, including the 
cheques issued 5th January 1941 to beneficiaries for shares of income. 


SOLUTION 
THE ESTATE OF JOHN DOE 
(1) Statement of Distribution of Income to 81st December 1940 


Provision for 
Share of Executors’ To be 
Beneficiary income fees distributed 
$ 6,097.50 $ 335.12 $ 5,762.38 
6,097.50 335.12 5,762.38 
6,097.50 335.12 5,762.38 
2,032.50 111.71 1,920.79 


$20,325.00 $1,117.07 $19,207.93 


Provision for Executors fees 


Income receipts $22,900.00 
2%2% on receipts .. $ 572.50 


2% 
{ 02% xX 974% } — 2.378% 


$1,117.07 


(2) Accounts for Submission to Court 

Statement of Assets at 30th April, 1940 
Bank balance $ 1,500.00 
Salaries and directors’ fees receivable 1,500.00 
Household goods 8,500.00 
Jewelry 500.00 
Automobile 1,000.00 
Life insurance 300,000.00 
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Investments— 
Shares A Co. Ltd.—500 130,000.00 
Rs ee EE or 2 Gb ee ka ssc s acid wtee ewe Sides eee nis 120,000.00 
Accrued interest on A Co. bonds 2,500.00 
Dominion of Canada bonds 3% 250,000.00 
Accrued interest on Dominion of Canada bonds 2,500.00 
House 55,000.00 
Summer home 500.00 


Summary of Receipts and Disbursements for the period 
from 30th April 1940 to 5th January 1941 
Capital 
Receipts $308,000.00 
Disbursements 305,700.00 2,300.00 


Investments 
Receipts 105,900.00 
Disbursements 100,000.00 5,000.00 


Income 


Receipts 22,900.00 
Disbursements 21,782.93 1,117.07 


Balance in hands of executors 8,417.07 


Receipts on account of Capital 
1940 
April 30—Bank balance 
30—Salary 
May 21—Directors’ fees 
June 1—Bond interest 2,500.00 


30—Life insurance 300,000.00 
—Bond interest 2,500.00 $308,000.00 


Disbursements on account of Capital 
1940 
April 30—Dominion income tax $ 10,000.00 
May 7—Taxes on residence (part) 700.00 
14—Lawyers, on account 3,000.00 
20—Sundry accounts payable 3,200.00 
June 1—Undertaker 1,000.00 


—Surrogate court fees 2,000.00 
—Appraisal 100.00 


30—Mortgage interest (part) 700.00 
—Mortgage principal 15,000.00 
—Succession duties 250,000.00 


July 1—Bequest to widow 5,000.00 
—Dominion income tax 2,000.00 
—Lawyers balance 10,000.00 


Oct. 1—Accountants 2,000.00 
Dec. 31—Mortgage principal 1,000.00 $305,700.00 


OocroBeR 1942, 
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Receipts on account of Investments 


1940 
June 30—Sale 170 shares A Co. Ltd. ..... $ 51,000.00 
Dec. 31—Sale 180 shares A Co. Ltd. ..... 54,000.00 $105,000.00 


Disbursements on account of Investments 


1940 
June 30—Purchase Dominion of Canada 
We SEE Seas acnetecesus 50,000.00 
Dec. 31—Purchase Dominion of Canada 
A Ae ee ee re ee 50,000.00 $100,000.00 


Receipts on account of Income 


1940 
June 1—lInterest A. Co. Ltd. bonds ...... $ 500.00 
30—Interest Dominion of Canada 
DE OED. Succneecbeéaseuboecels 1,250.00 
—Dividends A. Co. Ltd. .......... 5,000.00 
ely Gee eR | ss oy case eewwsee wes 1,800.00 
Dec. 1—Interest A Co. Ltd. bonds ...... 3,000.00 


Dec. 31—Interest Dominion of Canada 3% 3,750.00 
—Interest Dominion of Canada 4% 1,000.00 
—Dividends A. Co. Ltd. .......... 6,600.00 $ 22,900.00 


Disbursements on account of Income 


1940 
May 7—Taxes residence (part) ......... 1,400.00 
ie Se a eee 125.00 
June 30—Mortgage interest (part) ....... 350.00 
SCL cuss hh dees aa bones sees 100.00 
Dec. 31—Mortgage interest .............. 600.00 
1941 
en, MeeUN Citi ce cha wea Soe kewaes 5,762.38 
PR iat Kuwhieaps kek aeons 5,762.38 
MN OS TNs Oe charg pices Reed o ee 5,762.38 
CUNEO Sissy sis deucewacdascann 1,920.79 - $ 21,782.93 


Statement of Assets at 5th January 1941 


CN £2. ons heh be eee bleh eae Me eRe os awe $ 8,417.07 
Original assets: 
SURNAM: REL RO MMOS oS Sse Sine Asie ie eisai 25,000.00 
A UIT 0 darn oiare Ga gah ve iw: wia poe aad Bw ews oe 120,000.00 
Bonds, Dominion of Canada 3% «.......cccesccscecs 250,000.00 
Investments by executors: 
Bonds, Dominion of Canada 4% ..............0eeees 50,000.00 
Bonds, Dominion of Canada 34% ............--.265 50,000.00 
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A. H. CARR, M.A., C.A. 


Secretary-Treasurer 


The Dominion Association of Chartered Accountants 
1931-1942 


The President and Council of The Dominion Association 
of Chartered Accountants regret to announce the death 
of Austin H. Carr, Secretary-Treasurer of the Association 
and Editor of ‘‘The Canadian Chartered Accountant” at 
Toronto on Monday, 26th October, 1942. 


The above intimation having been. received after the 
current issue was off the press suitable reference to Mr. 
Carr will appear in the December issue. 


To Mrs. Carr and family the sincere sympathy of the 
profession and friends is extended at this time. 











inept ‘ 





